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STATUS AND PROGRESS OF LEASE-PURCHASE 
PROGRAM 


TUESDAY, FEBRUARY 19, 1957 


Untrep Sratres SENATE, 
CoMMITTEE ON Pusitic Works, 
SUBCOMMITTEE ON Pusiic BuILprnGs AND GROUNDS, 
Washington, D. C. 

The subcommittee met, at 10:15 a. m., in room 412, Senate Office 
Building, Hon. Pat McNamara presiding. 

Present: Senators Chavez (chairman of the committee), McNamara 
(chairman of the subcommittee), Kerr, Carroll, Martin, Case, Kuchel, 
Cotton, and Revercomb. 

Senator McNamara. The committee will come to order, please. 

Before getting the hearing underway I wish to make a short state- 
ment on what we seek to accomplish i in these hearings. 

The Purchase Contract Act of 1954, or the Lease- Purchase Act as it 
is commonly called, became law on July 22, 1954. Its purpose, as more 
fully set forth in the act, is to secure real estate and the construction 
of public buildings for the Federal Government by the Administrator 
of General Services and the Postmaster General. 

The program contemplated by the Act is due to expire on July 24 of 
this year. 

Since December 14, 1954, the Public Works Committee i" as ap- 
proved 150 projects with an estimated cost of $737 million. Kighty- 
three were post offices, at an estimated cost of $69,573,563. Sixty- 
seven were Federal building projects with an estimated cost of $667,- 
588,000. However, construction has actually begun on only 2 projects, 
la post office and the other a Federal building project. 

Therefore, it seemed questionable whether the program contem- 
plated by the act has been successful. It is our intent by these hearings 
to develop information which will enable us to make appropriate rec- 
ommendations to our full committee on whether the act should be 
amended, extended, or let to expire in July. 

For this reason representatives of the General Services Administra- 
tion, the Post Office Department, the Bureau of the Budget, as well as 
representatives of other interested groups such as contractors, invest- 
ors, architects, and labor, have been invited to appear here to testify to 
the status of planning and construction, availability of labor, con-: 
tractors’ and investors’ funds and administration problems. 

We will begin by hearing from Mr. Floete, Administrator of the 
General Services Administration. 

Senator Martrn. Mr. Chairman, may I have an opportunity to 
make just a short statement ? 

Senator McNamara, Yes. 
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Senator Martin. Mr. Chairman, I think the general public ought to 
understand why the Public Works Committee would be proceeding 
along this line. 

Usually when the Congress passes a law it is then entirely up to 
the Executive to administer it. But in the ease of lease- purchase proj- 
ects the two committees, Public Works of the House and Public Works 
of the Senate, have to approve all of these various projects and, I 
think, Mr. Chairman, your objective is most commendable. It gives 
us an opportunity to discuss this entirely new method for the F ederal 
Government. We all know that we are badly in need of post offices 
and other Federal buildings. 

Now, this matter of financing construction projects in the United 
States is getting to be rather serious. Our budget is growing instead 
of decreasing. 1 -eople are demanding lower taxes, and we h: id in mind 
when this bill -was passed that local people would build these buildings 
and then lease them to the United States and then after the indebted- 
ness was liquidated by the payment of rent they would belong to the 
United States. 

For some reason that does not seem to be working out. as well as we 
‘had hoped when we enacted this law. 

The Carman. What concerns me, General, is the fact that they 
have had so much time to find out whether it would work or not, but 
they had to wait 4 years and more in order to te!] us that those projects 
that were approved, after being recommended by General Services, 
after being recommended by the Budget Bureau, they had to be 

‘approved by both committees which we did, could not be « completed. 

{ would like to know during the hearings, I hope, as to why they 
did not find out before this. What have they been doing heretofore / 

Senator McNamara. Gentlemen, do you not think we are getting 
the jump on the witnesses here. 

We are certainly glad to have the chairman of the Public Works 
Committee, Senator Chavez, with us. 

Senator Martin. Mr. Chairman, I am not trying to excuse anybody. 
I am just simply trying to make excuse to the public the reason for 
this hearing. I think it is a most apropr iate thing to do because this 
is an extraordinary situation. The Public Works of both the House 
and Senate have to approve all these projects. Ordinarily when we 
pass a law then it is up to the executive department to administer it. 
So for that reason, I think, Mr. Chairman, I am trying to excuse the 
reason for this extraordinary hearing. 

Senator McNamara. May we hear from Mr. Floete now? 


STATEMENT OF F. G. FLOETE, ADMINISTRATOR, GENERAL 
SERVICES ADMINISTRATION 


Mr. Frorre. Mr. Chairman, gentlemen of the committee, I would 
like to introduce—you may not know him—Mr. McConihe, who is 
Commissioner of Public Buildings Service. 

Mr. Chairman, I do have a prepared statement which I would like 
to read with your permission, since it attempts to set forth just what 
has happened in this matter as it relates to GSA. 

Senator McNamara. Well, you proceed in your own manner. If 
that is your desire, you may. 
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Mr. Froere. I believe it may answer some questions that are in your 
mind right now. 

The Public Buildings Purchase Contract Act of 1954 (Public Law 
519) was approved on July 22, 1954. 

Thereafter, the 1st session of the 84th C ongress approved 26 proj- 
ects listed on exhibit A hereof with a maximum cost of $91,436,330. 
That Congress also appropriated $15 million for acquisition of sites 
and architect- -engineering contracts. Such contracts were thereafter 
entered into and sites have been or are being acquired where not 
Government owned. 

The second session of the 84th Congress approved 73 additional 
projects (exhibit B) with a maximum cost of $632,009,659, final 
approval by the Bureau of the Budget not being received on 30 of 
these until September 22, 1956. This C ongress also appropriated $5 
million for sites and planning. We committed this sum for 25 proj- 
ects making a total of 51 projects of the approved 99 for which sites 
and architectural contracts have been provided. You will note that 
that is approximately $723 million in total approved cost, and that 
Congress appropriated a total of $20 million with which to finish 
acquisition of sites where needed and architect contracts. That entire 
sum has been now committed. 

(Exhibits A and B are as follows :) 


GENERAL SERVICES ADMINISTRATION 


PUBLIC BUILDINGS PURCHASE CONTRACT PROGRAM 


Exursit A.—Projects approved during 1st sess., 84th Cong. 


Gross area Maximum 


State and city | Purpose — are cost 
eet) | 
Georgia: | | | 
Atlanta ea : | Civil defense center - - 380, 653 $12, 330, 000 
Brunswick Post office and courthouse 61, 877 1, 431, 000 
Bes: Rock Island do : 83, 460 | 2, 000, 000 
owa: 
Burlington | Post office, ete 48, 000 | 1, 328, 987 
Council Bluffs Post office and courthouse 67, 360 | 1, 630, 000 
Kansas; Kansas City 7 do__. 86, 538 2, 393, 303 
Louisiana: | 
Lafayette Post office, ete. _- 50, 578 1, 095, 000 
Lake Charles_ do 88, 060 | 2, 075, 000 
New Orleans do 568, 000 14, 200, 000 
Minnesota: | 
Minneapolis. Courthouse, Federal office 210, 082 | 5, 877, 815 
building. | 
St. Paul_. | Post office and customhouse 200, 140 | 5, 235, 000 
Mississippi: Biloxi | Post office and courthouse -_-| 46, 952 | 1, 110, 000 
Nebraska: Omaha do ; 422, 666 9, 579, 823 
New Hampshire: Durham Post office, ete _- -| 21, 588 433, 600 
New Mexico: Albuquerque | Federal office building - 289, 030 6, 227, 300 
New York: | | 
Jamestown Post office and courthouse ---| 83, 887 1, 840, 135 
New York, U. N. mission : | Headquarters 81, 214 | 3, 300, 000 
Tennessee: | 
Carthage. . -- Post office, ete... 13, 140 272, 000 
Kingsport . do. 52, 200. | 1, 013, 200 
Texas: Gainesville do 31, 361 | 645, 036 
Vermont: Burlington | Post office and courthouse___| 134, 580 | 2, 830, 000 
Virginia: | 
Abingdon__. do.. 31, O85 | 543, 210 
Richmond | Federal office building __ } 350, 000 | 7, 410, 000 
West Virginia: | | | 
Huntington_- do | 144, 427 | 3, 298, 280 
Parkersburg } Courthouse and Federal of- | 73, 400 | 1, 722, 841 
| fice building. | 
Wisconsin: Green Bay-- | Post office, ete... 88, 470 | 1, 615, 000 


Total (26 projects) - - i 7 3, 708, 748 91, 436, 330 











Exursit B.—Projects approved during 2d sess., 84th Cong. 





| 
| Gross area 

















State and city Purpose (square 
feet) 
Washington, D. C.: 
EE On oe ituce Headquarters. ._.......--.-- 878, 000 
National Meteorological Center and Coast 
and Geodetic Survey !...........-.-------]---.- rider ade eh cei ashe | 1, 245, 000 
Southwest area: 
Federal Office Bldg. No, 5.-..---...---- Federal office building - ---- 972, 000 
Federal Office Bldg. No. 6. -_._-.-.--.---|----- Sinton cnk nto datowoeu 633, 000 
Federal Office Bldg. No. 7. ......-...---.---|----- pro thee a Racca dantana Ae 967, 000 
Federal Office Bldg. No. 8 (HEW) Seah ae cena |e SRE eS 411, 000 | 
Federal Office Bldg. No. 9 ee Peasant to sook fe St 0h Ss ice | — 815,000 
Federal Office Bldg. No. 1 a cs is ek tianin ck tenn eile leases 1, 594, 000 
Alabama: | 
CII. Sos eases adi dhe «dacs ~ baud Post otien, OU ti 5 5508. 12, 600 
br eine i A ae ay. grt “neta haa 13, 100 
po NE SRE EA a as Re Gourthouse and Federal 285, 000 
office building. | 
Arkansas: 
I Si are ico. OS, Sipe tc cee ROME Sioey ot comes teens... 38, 000 
tes Aah Sala. alo ek Gist adenl ain en-tudacsdannoceee 69, 400 | 
ON tisk aks kil See al Federal office building - ----- 391, 000 
California: 
ned ee he oese Customhouse and Federal 1, 198, 000 
office building. | 
i eh S ak Lintdnceipebhsn bate emer Courthouse and Federal | 345, 000 
office building. | 
SN iowa tanec scccaesweseee Sa a I 1, 595, 000 
RS SE ee ek iiahoawa Courthouse - - oe 194, 000 
Camiesuens: deertewe.......................... Federal office building _ - J dail 295, 000 
Florida: | | 
eB (RS eee | 283, 000 
NS noe d, cicada Post office, etc...___ | 14, 300 
a i aes wins Sidon sackie Post office and courthouse __ | 57, 200 
Georgia: Milledgeville__..............---.-.---- | Post office, etc. ........... 21, 400 
Illinois: 
a a ei Post office and courthouse_-. 37, 600 | 
SOU. |< tpelch Bic dn nde an doe abe ddd) | Post office, ete. .....-.-.--- 9, 260 
SRE NIE NI ft - Ssk hdeqbe nn ocbinn panna’ aid ianoaths 73, 500 | 
Kansas: 
OS PEC RS eee ants Sree M6 ees ; 22, 500 
Leavenworth _...-.-.....-- Post office and courthouse-- 34, 200 
Bete Pet ocak ions | Post office, ete. ........-.--- -| 9, 000 
Louisiana: 
suneenene =<. <..-......-. CM econ a nn is 15, 700 
2) cect s won aT ae oa ae pees ee 15, 800 
SS SSS eee Post office, Federal office | 759, 000 
building, and garage. 
gens: 
ht A ne a Federal office building - - - --- 781, 000 | 
EER SEE a a eee neen ...-----| Post office, ete- 16, 900 
Massachusetts: Boston.....---.--.-- ..| Federal office building -- 987, 000 
Minnesota: 
ER ee ES SS vain | ost offee; ete... ..........--] 44, 000 
Tee ee nnn ee cas emsie 7 ee ae mite amet 22, 500 
NOI ae Ee end = ----| a A dkick sb ace ce 2 20, 000 
OE aii Kenicennaace aa : wa Ratpese am icieac oe | 17, 000 
Mississippi: | 
Greenville__-...._- ites deteatneael Post office and courthouse--- 50, 500 
a Ege ey Calg i IB ai --| Post office, etc.....-.--- 38, 800 
Missouri: 
ea et aa ed do... eon ee a es 12, 900 
NR en as udaeoiww aa oka ats 19, 400 
0 Np te oR ee Re Federal office building. 482, 000 
ae Records Center..---------- | 489, 000 
New York: | 
NS ea ata rian atta ee | Courthouse and Federal | 533, 000 
office building. 
Pn oan o eno -- .--| Customhouse and Federal | 1,754,000 | 
office building. 
Ohio: | 
AE Te cde | Federal office building -.--.-- 767, 000 
TTT eee en ete ett nalbesse- a0 176, 300 
Oklahoma: Oklahoma City_.....--.-- ’ Géeathouse and Federal | 259, 000 
| office building. | 
Oregon: Portland__.-.....--..-.----------------| Federal office building. -.-. 287, 800 | 
Pennsylvania: 
IE I Eh gs et ecdoand | Post office, ete... ; 12, 200 
RI igen | Federal office building. - 817, 000 
South Carolina: Manning... .........-...--.--- | Post office, ete... --- 16, 800 
South Dakota: Sisseton..---_-- oe is a butinee’ CS ie 19, 800 
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Maximum 
cost 


$22, 260, 000 
30, 990, 000 


25, 250, 000 
16, 275, 000 


210, 000 


5, 300, 000 
6, 420, 000 
8, 350, 000 
8 


, 875, 000 
310, 000 
1, 580, 000 
502, 000 


1, 100, 000 
224, 000 
1, 980, 000 


600, 000 
968, 000 
218, 000 


365, 000 
412, 000 


19, 670, 000 


= 


19, 170, 000 
415, 000 
28, 150, 000 


, 200, 000 
612, 000 
555, 000 
440, 00u 


, 200, 000 
829, 000 


_ 


_ 


324, 000 
487, 000 
760, 000 
740, 000 


5, 200, 000 
, 100, 000 
700, 000 
, 950, 000 
, 140, 000 


5, 092, 500 


310, 000 
23, 960, 000 
364, 000 
530, 000 
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Exuisit B.—Projects approved during 2d sess., 84th Cong.—Continued 




















Gross area | Maximum 
State and city Purpose (square cost 
feet) 
Tennessee: 
OE = ah bc cnteweppadue ids tee ome .| Post office, ete 52, 200 $1, 146, 000 
NT wan Sacndsunteaawcaseee eee cees Ae eh. 12, 200 275, 000 
+ Smithville..._.....-- jsp leche aha since baba Quins 11, 400 263, 000 
exas: 
mea hii... Li eee Lode Courthouse and Federal 951, 000 24, 490, 000 
office building. 
MMII h acboe cs Losec surethontatecces Post office, ete. -_- wa 9, 200 216, 000 
Rs. 5 55 ah ee odscigeen dhgh newent Courthouse and Federal 499, 000 15, 300, 000 
office building. 
MeKinney...---..--.---- nwocecnnccccdsl eee Oe soci. 1 20, 400 480, 000 
a nite culate ee : 26, 400 620, 000 
A ESE Pe RS OE tS ARR «tte cteQeslce. . isn 21, 200 | 576, 000 
TORT OT kind set cub ptemenepmcione enka gtt bun pulinmeaih BPrainsin 15, 700 392, 000 
Victoria. ....- La seaseeeanae ; Post office and courthouse___| 58, 300 1, 563, 000 
Utah: Salt Lake City. dt Leb bcnondndae dahil Federal office building... -_-| 294, 000 7, 600, 000 
Virginia: | 
DYGMOUME. 6 sede ood lees _.....-.-] Federa] supply service ware- | 1, 251, 000 7, 500, 000 
house. 
Portsmouth.-.-- Gronseluaes Post office, ete... -- cee rel 141, 300 3, 575, 000 
Waynesboro. -_-_- Pree tei ds 5 utbt 55: AAS Ske i au a 16, 500 380, 000 
West Virginia: 
Cheviot ons. och. iddcatla Courthouse and Federal | 120, 400 3, 820, 000 
office building. | 
Martinsburg-.-- on Se Post office and courthouse __-| 54, 800 1, 400, 000 
Mount Hope-.-.- -- eihécwechdcsteaeses Mines.._.._- pcb ahead 31, 500 700, 000 
Parkersburg 2. - a iabian ; .| Courthouse and _ Federal | 121, 700 | 3, 045, 000 
office building. 
Ronceverte_-_._-..-- eh Re Ss Post office, ete. ._- fre 10, 400 255, 000 
Hawaii: Wailuku__- > scenery pea sais ee Sip ee sotoates -| 16, 500 757, 000 
Total_- ak adel , ..-| 24, 662, 560) 648, 945, 500 
Less amount prev iously approved fide ‘projects Fish ss. Tl 693, 600 16, 935, 841 
resubmitted. | 
Piitt peri ees soils 
Grand total (73 projects and 3 amend- |_...-_-. wauets cnsia lites Saab .| 23, 968, 960 632, 009, 659 
ments). | 





1 Approved we House Public Works Committee and Budget Bureau. Pending in Senate Public Works 
Committee. 
2 Initially approved during Ist sess., 84th Cong., but reapproved in 2d sess. for change in scope. 


Mr. Fiorre. The contractual documents originally designed pro- 
vided for competitive bids to be taken on (1) construction only, 
(2) long-term financing only, or (3) a “package basis;” that is, a 
combination bid on both construction and financing. The maximum 
acceptable interest rate for such financing was fixed by the Treasury 
Department at not to exceed 4 percent. 

On the foregoing basis, the first invitation for bids was issued on 
April 24, 1956. 

I would like to interpolate here to say that the architect contracts 
were entered into on these original 26 projects as expeditiously as pos- 
sible. It has developed, however, that it takes a long time to get the 
final architectural plans. In the smaller projects it takes 4 or 5 months 
und in some of the larger ones as much as a year, so there was a lapse 
which is partially explained by that. 

The first bids were requested on the project at Rock Island, Ill. 
Bidding material was taken out by approximately 100 firms. 

The bids were opened on May 29, 1956. The results of the bidding 
are set forth in attached exhibit C. No separate financing bids were 
received; 4 bids for construction only, and 2 bids for both financing 
and construction were received. 

Senator Rrevercoms. Where is exhibit C? 
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Mr. Froere. I will have to explain. Exhibit C is removed. It is 
available for the committee, but not for public distribution, because 
it sets forth the amount available for actual construction. 

Senator Revercoms. Is that available for us at this time? 

Senator McNamara. Apparently we have them here, Senator. This 
young man is bringing them up now. 

( Documents are distributed to members of the committee. ) 

Mr. Fiorre. A “package” contract was awarded on June 21, 1956, 
after approval by the Director of the Bureau of the Budget, in the 
amount of $1,674,500 with interest at 4 percent, this bid being within 
the amount available for construction. The Rock Island project is 
now approximately 30 percent completed. 

The bidding on the Rock Island project brought forth numerous 
comments, criticisms, and suggestions from representatives of the 
construction industry and financial interests. Detailed discussions 
were had with all interests and further study made of the program and 
the documents as a result of which they were revised in July 1956. 
Among the principal changes made were the following provisions: 

(a) To permit owner ship of the improvements by a trustee, cor- 
poration, individual, or entity acceptable to the Government ; 

(b) To permit the contractor to mortgage the improvements and 
his leasehold interest in the Government-owned site; 

(c) To entitle the lender to a mortgage on the Government-owned 
site; 

(d) For amortization by the Government of the contractor’s in- 
vestment plus interest beginning on a date certain in the event com- 
pletion of the building was precluded by prolonged force majeure. 

Invitations for bids on the basis of the revised documents were 
issued for projects at Council Bluffs, Iowa, and Atlanta, Ga., in 
August 1956, and bids were opened in September 1956. 

On the Council Bluffs project, one package bid was received which 
exceeded the amount available for construction by approximately 
$360,000. As in the case of Rock Island, no separate financing bids 
were received. Three separate construction bids were received which 
ranged from $124,000 to $228,000 above the amount available. 

On the Atlanta project, one conditional package bid was received 
which was $632,500 in excess of the amount available for construction. 

Senator Revercoms. Mr. Chairman, may I ask a question at that 
point ? 

Senator McNamara. I think so, if you have no objection to inter- 
ruptions. 

Senator Revercoms. Going back to the first paragraph on page 3, 
three separate construction bids were received which ranged from 
$124,000 to $228,000 above the amount available for construction. 
What is meant by that, “available for construction” ? 

Mr. Fiorte. Well, sir, on each project Congress has appropriated 
a specific certain amount which covers all phases of the project, that 
is, it includes the actual construction cost which we refer to as avail- 
able for construction, the cost of the site, and the architect-engineering 
fees, and whatever overhead GSA has. 

Senator Revercoms. Do I understand then that the amount in excess 
above that amount available for construction was the amount above a 
sum fixed by Congress for a particular building? 
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Mr. Frorrr. The total amount that was authorized was exceeded, 
yes, sir, or would have been exceeded. 

Senator Revercoms. The bills to which you refer, the authorization 
bills, fix a limit upon which you have to adhere as to any particular 
construction ? 

Mr. Fiorre. Yes, sir, each one was specifically limited. 

Senator Revercoms. And when you speak of available you mean: 
that they exceeded the amount fixed by the Congress for that particu- 
lar building? 

Mr. Fiorre, There are several factors that make up the total cost ;. 
one is our estimated cost of construction, another is architects’ fees, 
and so forth. 

Senator Revercome. I understand that. 

Mr. Friorrr. And the bids did exceed the amounts set up for con- 
struction only. 

Senator Revercoms. These two figures, a minimum and a maximum, 
in your statement here, exceeded the amount which Congress author- 
ized for a particular building; is that correct? 

Mr. Fuorre. Yes, sir; that is correct. 

Senator Revercoms. And the bill under this plan did authorize a 
limit that might be used for the construction of each particular 
building ¢ 

Mr. Fiorre. For the total expenditures on each building ? 

Senator Revercoms. Each building. 

Mr. Frorre. Yes, sir. 

Senator Revercoms. Yes, sir. 

The CuarrMan. And that limit was placed there on the advice and 
suggestions and estimates made by General Services or the Post Office 
Department. 

Senator Martiyx, Mr. Chairman, that is the thing I wanted to bring 
out. 

Senator Revercoms. That is what I wanted to get at.. In other 
words, what. was the origin, what was the source of the figure that put 
a limit that was so low that the bids——— 

The Cuatmman, And General Services approved by the Budget 
Bureau—— 

Senator Martin. Approved by the Budget Bureau and then finally 
approved by these committees. 

Senator McNamara. That is right. 

Senator Martin. We did not have anything to do with setting up- 
the amount. I mean, Congress did not have ‘anything to do with it, 
that was done by an estimate of General Services and by then approval 
of the Budget, and then it was sent up here for our approval; is that 
not the process ¢ 

Mr. Fuorre. That is correct. 

Senator Revercoms. And did the Congress put it in the bill? 

Senator Martin. No. 

Senator Revercoms. It does not contain any fixed limitation ? 

Senator McNamara. It was all administration. I think you should 
continue. 

Senator Corron. I just want to get it clear in my mind. Was it 
written into the law or was it not ? 

Senator McNamara. The method / 
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Senator Corron. Is this a fixed limit fixed by law beyond which they 
cannot go? No matter where the recommendation came from, did we 
make it official and write it into the law? 

Senator McNamara. After the approval of the two committees and 
the passing of Congress. 

Senator Kucue.. The reason, Mr. Chairman, that was put in the 
law, if I can draw on my recollection, is that it would be one more safe- 
guard in the public interest to prevent any inequitable contract; so 
every time the General Services Administration arrived at a specific 
project which it believed was in the public interest it would first obtain 
the approval of the Budget Bureau, and having obtained that, then 
the law weuld require likewise approval by these two committees so 
that, to that extent, I suppose it would be fair to say that the specific 
project, as far as money is concerned, et cetera, would be subject to 
specific approval by the Congress. 

It would not mean, on the other hand, I am sure Mr. Floete would 
agree, that subsequently a similar project could come back to the com- 
mittee with a higher ceiling in it. 

Senator McNamara. That is correct. 

Mr. Fioere. We feel we would have to resubmit it. 

Senator Kucuet. Yes, sir. 

Senator Revercoms. May I ask another question on the point ? 

Senator McNamara. Yes. 

Senator Revercoms. Where does this limitation figure appear if it 
doesn’t appear in the bill, and I am advised it does not. Who fixed 
that figure and under what law was it fixed, Mr. Floete? 

Mr. Forres. It was fixed under this law, Public Law 519, which 
requires that there be submitted to the committee, among other things, 
under subitem 2 of section 411 (e), an estimate of the maximum cost 
of site and building, together with the term of years over which the 
payments would run and the maximum rate of interest that would 
be acceptable. 

Senator Revercoms. Now, was that submitted to the committee? 

Mr. Fiorre. Yes. 

Senator Revevcoms. And did the committee fix a maximum below 
the figures that you have in your statement here ? 

Mr. Frorre. Rate of interest? 

Senator Revercoms. No. 

Mr. Fiorre. No. I think generally they accepted the proposals as 
they were submitted by GSA. 

Senator McNamara. In every case we accepted them. 

Senator Martin. Mr. Chairman, if I might interject this, all the 
committee would do would be to, say, approve or disapprove the 
amount in a certain project. It worked, first, GSA made an estimate 
of what it would cost to build a post office in a certain community, then 
it. was-approved by the Budget Bureau. That was a provision put 
in by Senator Byrd when we were discussing this bill on the floor of 
the Senate. He thought that would make certain safeguards. I think 
Senator Kuchel has explained it very, very well to the committee, 
and I think the general public ought to understand how we are 
working. 

As far as Congress is concerned these committees had a right to 
approve or disapprove these figures as submitted by you. If we dis- 
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approved them, you could not go ahead. If we approved them, then 
you would take bids. 

Mr. Fiore. I think the next paragraph explains what I know is 
in your mind. 

Senator Revercoms. Yes, sir, just this question. Then do I under- 
stand, am I correct in concluding, that the original figure as to what 
the cost. would be was furnished by General Services? 

Mr. Fuioerr. Yes, sir. 

Senator Revercoms. And then General Services went out and found 
that their figure was too low? 

Mr. Fioerre. In this case we did. The Atlanta case which followed 
we did not. 

Senator Revercoms. The estimate was simply too low from General 
Services ¢ 

Mr. Fiorere. Yes, sir. That was made 2 years ago since which time 
construction costs have increased from 10 to 15 percent. 

Senator Revercoms. I am not critical on that, but Iam getting back 
to the same source 

Mr. Fiorere. Yes, sir, we were responsible for it. 

Senator Revercome (continuing). Issued and then the complaint 
of actual costs being above the estimate after it had been approved. 

Mr. Fiorre. Yes, sir. rs ae not occur, however, in Atlanta, as is 
shown in the following paragraph. 

Senator McNamara, I think your further statements here will ex- 
plain a great deal of this. 

Mr. Froerr. On the Atlanta project, one conditional package bid 
was received which was $632,500 in excess of the amount available 
for construction; no bids were received for separate financing; and 
six bids. were received for construction only. This was good competi- 
tion among the latter bidders and all but one of these bids were within 
the amount available for construction. However, as no financing 
bids were received, a construction bid could not be awarded. The 
details of these bids are also shown in exhibit C. 

aS SA representatives went to Council Bluffs and met on October 8, 

, 10, and 11, with representatives of interested construction con- 
tractiug builder’s association, surety associations, local representa- 
tives of banking companies, banks, legal counsel, financial institutions, 
and so forth, and throughly discussed the program, the contract docu- 
ments, construction and financing problems and individual bids. At 
about this same time similar discussions were had in Atlanta, Ga., and 
Chicago, Ill. The principal purpose of these talks was to obtain, first- 
hand, the views of the contractors and sources of money as to why we 
were not getting acceptable bids. 

During October 1956, invitations to bid were issued on projects 
at Abingdon, Va.; Albuquerque, N. Mex.; Burlington, Iowa; Green 
Bay, Wis.; Huntington, W. Va.; and Kansas C ity, Kans. The invi- 
tations called for bids on the basis of the contractual documents used 
on the projects at Council Bluffs and Atlanta with minor changes. 

The CHarrmMan. Well, in several instances you did get bids? 

Mr. Froere. Yes, sir. We point that out a little later. 

In the meantime numerous and extensive discussions were held with 
Treasury Department, including the Internal Revenue Service, and 
the ¢ ‘omptroller of the Currency. Frequent visits were made to New 
York City for meetings with top officials of banking institutions, 
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surance companies, pension funds, and other sources of investment 
and financing together with their legal counsel and with officials of 
the State of New York. These visits were for a twofold purpose : 
first, to attempt to generate a greater interest in, and understanding 
of, the program on the part of financial institutions and to obtain 
their suggestions for further revisions of the plans and the con- 
tractual documents to make the program more acceptable as an 
investment. 

(Juestions were raised during these discussions as to the applica- 
bility of the Assignment of Claims Act of 1940, and certain Federal 
statutes relating to national banks, and as to the tax treatment to be 
accorded income derived under the program by the contractor and 
the investor. These were presented by GSA to the General Accounting 
Office, the Treasury Department and the Internal Revenue Service 
and were resolved by formal decisions issued by those agencies. 

As a result of these negotiations, discussions, correspondence, and 
bidding efforts, it was concluded in late October 1956 that the addi- 
tional changes were necessary in the contractual documents if there 
was any hope of obtaining acceptable bids for any of these projects. 

Accordingly, we postponed the bid-opening date for the six projects 
for which bid invitations were then pending and proceeded with nec- 
essary changes. Separate bids for financing and construction were 
discontinued and the package basis only was adopted. 

The plan provided for a three- party contract which would be signed 
by the Government, the builder, and the investor. Under this con- 
tract the builder’s undertaking is to build the improvement, establish 
a trust for the holding of title during the term of the purchase con- 
tract, and accept payment from the investor upon completion of con- 
struction ; the investor’s obligation is to pay the builder; the Govern- 
ment’s obligation is to supervise construction, direct the investor to 
pay the builder upon completion, repay the investor with interest 
over the term, and accept title from the trustee at the end. 

These documents recognize that, in order to obtain financing in 
today’s money market, the lump-sum construction bid will include 
various elements of costs incurred by the builder in arranging his 
financing. Under the documents the builder is required, prior to sign- 
ing of the contract, to disclose all such elements of costs included in 
the bid and the Government has the right to refuse to close the contract 
if such costs are regarded as unreason: able. 

Late in November 1956 the new contractual documents were issued 
replacing the bidding documents on the projects then pending. In 
addition, invitations for bids on the basis of the new documents 
were issued covering the projects at Council Bluffs, and Atlanta, 
previously unsuccessfully advertised in September. 

The bids for these projects (Abingdon, Albuquerque, Burlington, 
Green Bay, Huntington, Kansas City, Council Bluffs, and Atlanta) 
were opened on December 20 and 28, 1956. Two bids each were 
received on Abingdon and LOD: | one each on Albuquerque and 
Kansas City, and none on either Green Bay or Huntington. Only 
1 bid—which vas conditional—was received on the Atlanta project and 
2 bids were received on the Council Bluffs project. The details of 
these bids are set forth in exhibit C. With the exception of 
conditional and therefore unacceptable bid on the Albuquerque Bit! 
ect. all the bids were in excess of the amount available for construc- 
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tion. Accordingly, all bids were rejected and, pursuant to the au- 
thority contained in section 302 (c) of the Federal Property and 
Administrative Services Act of 1949, it was determined to negotiate 
for contracts for the projects on which bids had been received. All 
bidders were so advised on January 18, 1957, and invited to partici- 
pate in the negotiations. 

Negotiations were held in the latter part of January and early 
February 1957 with various contractors and investors on the Al- 
buquerque, Burlington, Atlanta, and Kansas City projects. 

The negotiations, while not resulting in a firm contract for any 
project, disclosed that the actual construction costs were not unreason- 
ably in excess of Government construction estimates, consideration 
being given to the intervening increases inl construction costs. How- 
ever, the charges included in the bids for short- and long-term financ- 
ing resulted in the bids being in excess of the amounts available, except 
Albuquerque, which was qualified. 

The foregoing report demonstrates that GSA has made every effort 
to make Public Law 519 an effective instrument to provide badly 
needed Federal buildings. Failure has been primarily due to the 
increased demand for money and the resulting higher interest rates. 
In the few cases where bids were received they were wholly inadequate 
in number to provide any real competition. Such lack of competition 
is most costly to the Government. 

Our current program that has not been submitted includes 162 com- 
munities to be studied for possible additional building needs. As 
these studies are completed, additional projects will be submitted for 
the consideration of the Public Works Committees. 

On February 13, GSA announced publicly that further offers of 
bids for construction of buildings under lease-purchase contracts will 
be temporarily deferred and pending negotiations suspended. These 
actions were taken with the full concurrence of the Bureau of the 
Budget and the Treasury Department. 

(The announcement referred to is as follows :) 


GSA News RELEASE 


DIVISION OF INFORMATION, 
GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., February 18, 1957. 

Further offers of bids for construction of buildings under lease-purchase con- 
tracts will be temporarily deferred. All bids received to date have been rejected 
and pending negotiations suspended. In announcing these actions Mr. Floete 
stated that they had been taken with the full concurrence of the Bureau of the 
Budget and the Treasury Department. 

These steps are in line with the policy of the President, as stated in his 
messages on the state of the Union and the 1958 budget, to postpone all work 
which can be deferred, with the exception of construction to meet urgent needs 
for schools, highways, and housing, and thus avoid aggravating inflationary 
pressures by unnecessary competition for labor, materials, and equipment. 

It should be emphasized that when present inflationary pressures in the con- 
struction industry recede, advertising of these and other projects will be resumed, 
since it is important to move ahead on needed construction of Government 
buildings. In the meantime, GSA will proceed with the preparation of archi- 
tectural and engineering designs and with the acquisition of sites for projects 
approved under the lease-purchase program to the extent of the funds available. 


The Cuamman. Pardon me, Mr. Floete. What do you mean by 
“temporarily deferred”? As to timing? 
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Mr. Fuoere. I think it is impossible to estimate the duration of 
what that might be; it might be a relatively short time or it might be 
considerable time. 

The Carman. Well, you might probably clarify it further down. 

Senator McNamara. “Indefinitely postponed” would be as good a 
term ? 

Mr. Frorre. Well, I thought “indefinitely” suggested that it was 
all off, that we weren’t going to give any more consideration. That 
is not my idea of it at all. 

Senator McNamara. As you interpret the meaning to “temporarily” 
here, it comes out “indefinitely,” whether you so write it or not, I 
think. 

Mr. Froerte. I do not think you can put a date on it at this time. 

Senator McNamara. It is indefinite. 

Senator Kerr. Mr. Floete, could I ask a question right here? 

Senator McNamara. Go right ahead, Senator Kerr. 

Senator Kerr. What I have read and heard of your reading of this 
statement, I gather that you have been unable to start the construction 
of these buildings on the basis that would insure their being built, 
for one reason: That it would cost far more at this time to build them 
and finance them than the estimates upon which the building of them 
was approved ¢ 

Mr. Fiorte. Yes, sir; the rate of interest contributes to it and the 
increase in building costs. 

Senator Kerr. I say it would cost far more to build them and finance 
them than was contemplated when they were approved for the build- 
ing? 

Mr. Fuioere. Yes, sir; that is correct. 

The CHarrman. But not in every instance. 

Mr. Frorre. Well, you have variations. 

The Cuarrman. You say there that as far as Albuquerque’s the bid 
and the estimate that was made was ample. 

Mr. Fiorre. Yes, sir; that is true in that one, but the bid had been 
qualified. 

Senator Kerr. Now, you don’t anticipate any reduction in the cost 
of construction in the foreseeable future, do you? 

Mr. Fuiorte. Well, the indices are all pointing the other way, I ad- 
mit, and have been for a long time. 

Senator Kerr. I say you don’t expect any reduction in the cost of 
construction in the foreseeable future? 

Mr. Fiorre. Well, personally I can’t see it within the perioa of this 
year. 

Senator Kerr. In the foreseeable future ? 

Mr. Fioerte. Yes, sir. 

Senator Kerr. And you don’t expect any reduction in interest rates 
this year, do you? 

Mr. Fioerre. Well, I am not an economist. 

Senator Kerr. I am not asking you if there are going to be any, I 
am asking you if you expect any. 

Mr. Fiorre. Well, personally I don’t, but that is just my personal 
opinion. 

Senator Kerr. Well, that is the best that any of us can do and I have 
certainly got just as much respect for your opinion as I would have 
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for anyone’s, I am just trying to get into this record what, in your es- 
timate, the situation is. 

Mr. Fiorere. Well, I would feel that we are speculating on some- 
thing that was pretty difficult to pinpoint. I could imagine that con- 
ditions might develop where both construction costs and interest rates 
would come down, but I can’t forecast it. 

Senator Kerr. Now, would you specify the conditions that in your 
judgment would bring construction costs and interest rates down ? 

Mr. Fiorre. A lessening of demand for both construction and 
money. 

Senator Kerr. Now, would those elements indicate a considerable 
lessening in the economic pace ? 

Mr. Fiorre. That would be my guess. 

Senator Kerr. Well, then, isn *t it a fact that what you are telling 
us 1s that, unless we have a recession, there is not going to be reduction 
in construction costs or interest rates, in your judgment ? 

Mr. Fuoere. Well, to what degree? I think that we could have a 
lessening of interest which has gone up very rapidly in the last year. 

Senator Kerr. What is a recession / 

Mr. Fioere. Well, I was in the 1930 recession so I know what that 
was. 

Senator Kerr. Well, that was a depression and I don’t refer to that. 
I am asking you if, in your judgment, it isn’t a fact that the only way 
that you can foresee reduction in construction costs from today’s ‘situa- 
tion and reduction in interest rates as we have them today would be for 
us to have a business recession ? 

Mr. Froere. Well, I don’t like to adopt that term exactly; I will 
agree that there must be a lessening of doit und. Now, I don’t know 
whether that would mean a recession or not. 

Senator Kerr. Well, that would be a slowdown in the tempo of the 
economic 

Mr. Fiorre. Yes, but I think you could have that without having a 
recession. 

Senator Kerr. Well, you would have to have enough of it to slow it 
down some; would you not ? 

Mr. Frorre. Well, yes, sir; I guess you would go that far. 

Senator Kerr. Now, do you think that that is going to happen? 

Mr. Frorre. Well, I think there are some indications around the 
country. 

Senator Kerr. Well, tell us what they are? 

Mr. Froere. I can’t tell you authoritatively, I read it in the papers. 
The automobile companies say they may have trouble in selling as 
many automobiles as they had anticipated. The steel companies 

Senator Kerr. They have sold more this year thus far than they had 
last year. 

Mr. Fiorrr. They also have more cars in their dealers’ hands. 

Senator Kerr. They s say they haven’t; they say they have a shorter 
supply in the dealers’ hands than they had a year ago. 

Mr. Frorte. I thought I saw figures this morning of something like 
565,000. 

Senator Kerr. Let’s be specific: if you have any information to 
justify an opinion that we are going to have a slowdown, if that is 
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is what you call it—I would call it a recession—give this committee 
what it is. 

Mr. Fuoere. I have no such information. 

Senator Kerr. You have no such information ? 

Mr. Fioerrr. No, sir. 

Senator Kerr. You don’t think anybody in a responsible position 
is going to try to bring that condition about; do you? 

Mr. Frorre. No, sir. 

Senator Kerr. Well then, you don’t expect it ; do you ? 

Mr. Fuorre. No; I really don’t expect it. 

Senator Kerr. Then, what you are telling me is that on the basis of 
what you foresee for the future and expect in the future this program 
never will be able to operate; is that not it? Or that the postponement 
here, instead of being temporarily deferred has been deferred indefi- 
nitely on the basis of present economic conditions and their continu- 
ance. 

Mr. Frorre. Well, I think we are talking about two different 
things. One is, will this program work ¢ 

Senator Kerr. No. Iam not talking about that. [am talking about 
whether it has been temporarily or indefinitely deferred. 

Mr. Frorre. And that has been done because of its inflationary 
impact upon the present aspects of the general economic situation. 

Senator Kerr. Well, that is a conclusion. You said a while ago 
it had been done because of increased construction costs and higher 
interest rates. 

Mr. Frorre. I don’t think I saidthat. If I said that—— 

Senator Krrr. Well, right here in your statement you said, “Failure 
has been primarily due to the increased demand for money and the 
resulting higher interest rates.” 

Mr. Froere. That is all a factual statement. 

Senator Kerr. And in addition to that you said that the two things 
that had made it so that you couldn't let these contracts was because 
the building costs were higher and the interest rates were higher. 

Mr. Fiorrr. Yes, sir. 

Senator Kerr. You said that: didn’t you? 

Mr. Frorre. Yes, sir: I said all of that. 

Senator Kerr. Now, you have just made the statement that you had 
not said that. 

Mr. Fuorre. No: Tam sorry. All of this I have given you here is a 
factual statement of just what has happened in the course of our ef- 
forts to get the program underway. 

Senator Kerr. [ am not disputing it, I am just trying to pinpoint it 

Mr. Fiorre. We got up to this point with the program—— 

Senator Kerr. And under the present conditions you have deferred 
anv action ? 

Mr. Frorre. Yes, sir, not for the reason that it won’t work or 
couldn’t be made to work, but because it was decided that its infla- 
tionary aspects made it desirable, at this time, to temporarily defer 
the program. 

Senator Kerr. Well now, you tell me you don’t expect any change in 
the interest rates or in the construction—you don’t expect any lessen- 
ing of interest rates or construction costs? 

Mr. Frorrr. Well, Senator, I think that anything like this does 
contribute in some measure to further inflation. 








STATUS AND PROGRESS OF LEASE-PURCHASE PROGRAM 15 


Senator Kerr. Well, what you haven’t done hasn’t contributed to it ; 
has it? 

Mr. Fiorre. No. 

Senator Kerr. You will admit that? 

Mr. FLorre. But if we made it work it might. 

Senator Kerr. Well, that is not the point. You say that what has 
happened by causes other than the impact of your program has brought 
a condition about that you have deferred your program ? 

Mr. Fiorre. Yes 

Senator Kerr. And you say that you do not expect any change in 
either of the two main reasons that caused you to ‘defer it which you 
referred to specifically as higher interest rates and higher construction 
costs and collectively as infla ationary pressures. 

Mr. Froerr. I think you ought to talk to the Bureau of the Budget 
about this point. 

Senator McNamari. We are going to have them before us. 

Senator Kerr, They are going to be here. 

Mr. Frorre. I think they “should speak to this rather than me. 

Senator Kerr. Well, you have spoken to it. 

Mr. Frorre. I am the contractor in this. 

Senator Kerr. I am not trying to embarrass you. I am just trying 
to see if there is any basis for this committee to expect from what you 
see in the future for a condition to arrive here where this program 
can be resumed and these buildings built. 

Mr. Frorre. I think that with some modifications in the law there 
would be a good chance of making this program work. 

Senator Kerr. Could you modify the law so that the satisfying of 
the requirements for material and |: abor that would be involved i in this 
building program wo uid not cause an increase of the economic tempo / 

Mr. Frorre. No, sir; you cannot. 

Senator Kerr. You can’t do that by law; can you? 

Mr. FLorrr. No, sir, 

Senator Kerr. Then, if economic conditions without the impact of 
this program have got you to where the interest rates are too high and 
the cost of material too high for you to build these buildings under the 
program as authorized, then what I am asking you is how } you can say 
other than that the program on the basis of present specifications 1s 
indefinitely deferred. 

Mr, Frorrr. Well, are you asking me is it deferred because the pro- 
gram wont work / 

Senator Kerr. No. 

Mr. Froerr. Or is it deferred because of its inflationary aspects? 
Is that the question you are asking me? 

Se nator Kerr. I was taking your word for it that the reason you 
had deferred it was because interest rates had increased to the point 
and construction costs had increased to the point where we had an 
inflationary situation which you felt would be worsened if it received 
further impact of this building program ? 

Mr. Frorre. Tam sorry, Senator, but I did not say that that was the 
reason it was deferred. ; 

Senator Kerr. Now, this is the third time you and I have gone 
over this. 

Mr. Fiorre. I know it, I have recited the facts. 
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Senator Kerr. You say it is, then when I repeat it to you you say 
you didn’t say that. 

Mr. Fioere. I didn’t give it as the reason for deferring the program. 
I think if you will read it, sir, you will see that that is true. — 

Senator Kerr. Here at the top of page 7: 

The foregoing report demonstrates that GSA has made every effort to make 
Public Law 519 an effective instrument to provide badly needed Federal buildings. 

Mr. Fiorre. That is right. 

Senator Kerr (reading) : 

Failure has been primarily due to the increased demand for money and the re- 
sulting higher interest rates. 

Mr. Forte. Yes, sir. 

Senator Kerr. Now, when I asked you what else did that, you added 
an additional reason, and that was the higher cost of construction. 

Mr. Fioere. Yes; that is a fact. 

Senator Kerr. Well, now you tell me that you didn’t say that. 

Mr. Froere. I am sorry, I am not making myself clear. What I am 
trying to say is that up until this point I have recited all the circum- 
stances 

Senator Kerr. I am not contesting the truth of the things you have 
said. 

Mr. Froerre. So up to this point it wouldn’t work because of these 
reasons. Now, that is clear; is it not? 

Senator Kerr. Yes, sir. 

Mr. Fioerr. But that wasn’t the reason we decided to suspend. We 
decided to suspend for an entirely different reason. 

Senator Kerr. Why did you decide to suspend ? 

Mr. Froere. Because it might have an inflationary effect on the 
general economy. 

Senator Kerr. Well, you tell me that you don’t expect the tempo of 
the economy, without this program, to lessen / 

Mr. Frorete. Well, there are others who make this decision as well 
as I. 

Senator Kerr. But you and I are talking about it now. 

Mr. Froerre. Yes. 

Senator Kerr. And you are giving us the benefit of your judgment 
now. You are not afraid to express your opinion; are you / 

Mr. Fioere. No, sir. 

Senator Kerr. Nobody has any wraps on you? 

Mr. Froere. No, sir. 

Senator Kerr. All right. And you tell me that you don’t think that 
the pressures with reference to interest rates and construction costs are 
going to lessen in the foreseeable future. 

Mr. Fioere. That is my personal opinion. 

Senator Kerr. And you tell me that their present status caused you 
to defer this program / 

Mr. Fuioete. The inflationary status. 

Senator Kerr. Well, that is what we specified as inflationary pres- 
sures, wasn’t it, those two ? 

Mr. Fuiorre. Yes. 

Senator Kerr. Now then, how then can you say that it is just 
temporarily deferred since neither of us expect the economic tempo 
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rv ~- down, the construction costs to be less, or the interest rates to 
ve less 

Mr. Fiorre. Well, neither one of us has a firm opinion of whether 
that is going to happen or not; do we? 

Senator Kerr. I do and I think you do. 

Mr. Fiorere. Then your point is that we have completely knocked 
it out; is that it? 

Senator Kerr. No; that is your point. [Laughter.] What I am 
demonstrating here i is that that is your position. And if it isn’t, then 
I want you to tell this committee when you think you will resume 
operations under Public Law 519, not with reference to conditions 
but with reference to time. 

Mr. Fiorre. Well, very frankly, sir, I can’t answer that. It is not 
within my purview to answer that question. 

Senator Kerr. And you can’t answer it, because as you see the future 
you can’t tell this committee you think this year or next year or the 
year after the conditions are going to change. 

Mr. Fiorre. I think Mr. Rappaport, of the Bureau of the Budget, 
will support me in this, that those are budgetary and financial matters 
that actually GSA shouldn’t determine. 

Senator Kerr. Well, you are talking about the elements that caused 
the condition, but you and I here are talking about the condition. You 
don’t need the Budget to explain to you what the situation is; do you ? 

Mr. Fiorre. No, sir. But decisions of that nature are not made by 
GSA alone. 

Senator Kerr. What decisions? 

Mr. Fioere. Well, as to whether this has a financial impact. 

Senator Kerr. Well, did the Budget make that decision ? 

Mr. Fioere. It was made jointly with those interests, but not by 
us alone. 

Senator Kerr. I was under the impression that you were giving me 
the benefit of your judgment and your decision. 

Mr. Frorre. No; I said that this decision was made with the full 
concurrence of the Bureau of the Budget or the Treasury Department. 

Senator Kerr. Was it made with the full concurrence or at the 
direction of it? 

Mr. Fuoere. I would rather the Bureau of the Budget answer that. 

Senator Kerr. You are not in a position to answer that. 

Mr. Fioere. I would rather they answered it. 

Senator Kerr. Regardless of who made it, what you have told us 
here is your opinion and your judgment? 

Mr. Fuiorre. Yes, sir; individually. 

Senator Kerr. Then tell this committee when you think, as a matter 
of time, conditions will be such as to warrant resumption of operations 
under Public Law 519? 

Mr. Fioere. I think in the first place there are some changes neces- 
sary in 519. 

Senator Kerr. Are you telling us then that we never can resume 
under Public Law 519 as it is? 

Mr. Fioere. I would think it would be doubtful if we would succeed 
with it. 

Senator Kerr. Thank you; I believe that answers the question. 

Senator McNamara. At this point, for the record, it was the Admin- 
istrator of this program who made the decision to suspend it? 
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Mr. Frorre. It was a joint decision. 

Senator McNamara. You don’t take the responsibility for it. 

Mr. Fioerr. Certainly I don’t take it alone; no, sir. 

Senator McNamara. But you are the Administrator / 

Mr. Fuoerre. I know. 

The Cuamman. And you participated in the decision, did you not ? 

Mr. Fuorre. Yes, sir. 

Senator Kerr. Did you help make it or did you agree to it, or 1: 
that a question you do not care to answer ¢ 

Mr. Frorre. Well, I must have agreed to it or I would not have 
put out this statement. 

Senator Kerr. Well, it is obvious that you agreed to it. And what 
we have been trying to get you to say was if you would have sole 
responsibility would this have been your decision ¢ 

Mr. Fiorre. You are making it tough for me. [Laughter.] 

Senator Kerr. Well. if you would rather not answer it just say so. 

Mr. Fioerre. I would rather not, Senator. 

The Cuarrman. Pardon me. If it please Mr. Floete, as the head 
of the agency you did participate in the negotiations that arrived at 
a decision to postpone the work, is that not correct ? 

Mr. Fuorre. That is correct. 

The Cuatrman. Certainly, and your Agency discussed it with the 
Bureau of the Budget, did you not? 

Mr. Fuioere. Yes, sir. 

The Cuarrman. And so you took part in all of the proceedings that 
brought about the change? 

Mr. Froere. That is right. 

The CrHatrman. Did you not? 

Mr. Fuorre. Yes, sir. 

The CuHatrmMan. So why should we blame the Bureau of the Budget 
only ? 

Mr. Frorre. I do not blame them. I said it was a joint decision. 

Senator McNamara. Senator Martin had a point he wanted to 
make. 

Senator Martin. I do not want to interfere with the chairman. 

Senator McNamara. Mr. Chairman, I would like to ask this ques- 
tion: Using Public Law 519 if we would increase the interest rate 
and the estimates of the cost of these various buildings do you think 
that Public Law 519 will work? 

Mr. Frorre. Well, I think there is one other factor that might 
help, but we have not thought it through sufficiently to bring it up 
at this time. But I think, yes, I think particularly giving us some 
leeway on bids would undoubtedly help. We could have let most 
of these contracts that we tooks bids on if we had a 15-percent lati- 
tude, but we are tied now to costs established over 2 years ago. 

Senator McNamara. By your own figures. 

Senator Kerr. If you would have done that you would have caused 
a greater impact on this inflationary spiral than it would have been 
for you to have let them under specifications of the law, would you 
not ? 

Mr. Fiorrr. We were trying all the time to let those contracts: 
hard, I will tell you. Up until a week ago that was our sole aim. 
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Senator Kerr. But since you decided that the impact of doing 
so would adversely augment and accelerate the inflationary spiral 
you participated in a decision not to do so? 

Mr. Fiorre. That is right. 

Senator Martin. Mr. Chairman, while I am very much interested 
in the economic condition of the country and what will cause inflation 
and so on and so forth, I am particularly interested as to, if we have 
the interest rate high enough and the estimate of the cost of the 
buildings high enough, whether or not 519 will work. Is that not 
what we are trying to get at ? 

Senator Kerr. Iam not, Senator. I will tell you right now, I guar- 
antee if you make the price of construction high enough and interest 
rate high enough you can get both the contractors and the money. 

Senator Martin. That is what I would like to get from Mr. Floete. 
I have taken this up in communities myself because I am personally, 
I will admit, very much interested in this law. 

I had a great deal to do in getting it passed. One of the things 
it was necessary to do was to have the approval of the budget. I did 
not think that was necessary. 1 think now so far as we have gone 
that was a very good provision, but. what I am getting at, I would like 
to know if this law won’t work, what amendments should be made that 
it will be workable, because these two committees have approved, I 
don’t know how many projects, but it goes up into oroeaaa two- 
thirds of a billion dollars’ worth. 

Senator Carrotu. Will the Senator yield to me? 

Perhaps we can take a specific illustration. 

Senator McNamara. Senator Carroll. 

Senator Carrouy. Let’s take Denver, Colo., a post office that is 
nearly 50 years old. Let’s take the estimated cost, see what the situ- 
ation is today and if my information is accurate along the line of the 
question of Senator Kerr. 

My information is that on Denver the architect’s plans have been 
submitted since November ready for bid and it is my information that 
there is no contract because of the interest rate. I think we come right 
to the very point that Senator Martin has indicated here, whether or 
not under these conditions, conditions of this public law and the 
interest rate and the method of procedure, whether or not we can get 
a post office in Denver under these conditions now. 

Let us forget all about inflation for the time being. Let us go to 
the heart of this issue. 

What I would like to have the witness direct his remarks to, if that 
is of interest to Senator Martin, I think there is a specific case illus- 
tration. 

Senator McNamara. I think it should be pointed out at this point 
that the law does not limit the interest rate that this was done by the 
administration. 

Senator Carrot. Well now, I would like to have the witness, if he 
will give us, if he has information at hand about Denver, let us just 
take a case of illustration now. "What would you say? 

Mr. Fuorre. Well, sir, Denver was approved on September 26, 
last. year. 

Senator Carroiu. 1956. 

Senator Kerr. By whom on the 26th of September ? 
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Mr. Frorre. Thirty of these projects were approved by both the 
ean and House committees just prior to your adjournment. Thirty 
of them 

Senutor Kerr. Then the approval you are talking about was the 
approval by the Budget ? 

r. Fiorre. Yes, which came subsequently. 

Senator Kerr. Yes. 

Mr. Fuorre. And this was approved on September 26. No archi- 
tect contract has been let for that, Senator. 

Senator Martin. Mr. Chairman, I think probably there should be 
interjected here that the committee of the Senate, Public Works, 
approved, provided Budget would approve within 60 days. Is that not 
correct ¢ 

Senator McNamara. That is correct. 

Senator Marrtn. I mean I do not want the public to think we are 
going along in a disorderly way. We were orderly about this and it 
was only done provided Budget would approve. Of course, as I 
understand it, Budget should approve before it even came up here, but 
we were adjourning Congress and these were projects which we felt 
ought to be constructed and we approved those provided Budget would 
approve them within 60 days. 

Senator McNamara. We did it provided they would approve within 
60 days. 

The CuHatrman. We did it provided the Budget would approve 
within 60 days after that. 

Mr. Fioere. There were a total of 30. 

Senator Carrot. Coming back again to the basic question referring 
to those 30, under the limitations imposed by the Bureau of the Budget, 
if they did impose limitations, under your procedure, can we build 
those projects under this law asof now? Let us forget about inflation. 
Let us forget policy matters. Under the provisions of this law, can 
you build now’ 

Mr. Fioere. Well, we certainly haven’t had any success in it. We 
pointed out one of the reasons is the increase in construction costs and 
the other is the high interest rates. I think that covers the whole 
situation. 

Senator Kucnen. Mr. Chairman, may I ask a couple of questions? 

Senator McNamara. Go right ahead, Senator. 

Senator Kucner. Mr. Floete, what has been the policy of the General 
Services Administration back from the beginning of this law with 
respect to the interest which it assumed would be required to be paid 
on a specific contract? Has that varied across the country? In other 
words, if I do not make myself clear, this committee under the law 
would have before it a specific project, so much money, some square 
feet, and as you discuss it here today you would want to deal not only 
with a successful bidder but you would also want to deal with the 
person who put the money up in arriving at the amount of dollars in 
a specific project. What interest rate would the General Services 
Administration work on or determine ? 

Mr. Froere. Well, I think when the law was passed 3 years ago it 
did not specify. It said “a reasonable rate of interest.” Then, admin- 
istratively, it was determined certainly after that, although I was 
not there, that it was 4 percent. 
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If we could have let contracts in 1955, I think perhaps 4 percent 
would have been an attractive rate. Now, since that time, as you all 
know, interest rates have very materially increased until it no longer 
is; people are not interested in investing at 4 percent, particularly in 
a nontaxable peeene 

Senator Kucuer. Well, that certainly is true and obviously I think 
the reason that this committee, when it drafted the bill, placed the 
restrictions in it which we did and the language with respect to rea- 
sonable interest, it was because this committee did want to safeguard 
the public interest and to maintain some controls or restrictions on a 
policy that might get out of hand. 

Now, obviously if a reasonable rate of interest 3 years ago was 4 per- 
cent, then it certainly was justifiable for the General Services Admin- 
istration to proceed on that basis and I can understand that. 

Ordinarily, one of the reasons why this committee proceeded to draft 
that bill and to approve it was because the history of the country had 
been that in the last 25 years we had not undertaken any public build- 
ing construction across the entire country and in some instances, which 
the GSA cited, this Government had been paying rent on a building 
for over 50 years. Now, that was bad, and since apparently the temper 
of the Congress was not about to change the policy and begin appro- 
priating moneys for buildings, this was the only alternative. 

Now, this is a costly way to proceed. Thisisnot cheap. In the case 
of anybody around this table who wants to buy a house, you go out and 
buy a house and you pay cash for it, you get a pretty good deal. Ifyou 
have to borrow money it costs more. But the thing that also appealed 
to the committee that lease-purchase was better because the Govern- 
ment was at least beginning to acquire an equity in a piece of property. 

My question is why did not the Government under the wording of 
the law recognize that 4 percent ceased to be a reasonable figure to 
buy money with and prepare its specifications for projects in the last 
year or year and a half at a more realistic observation of what con- 
stituted a reasonable interest ? 

Mr. Fiorrr. Yes, sir; and 

The Cuarrman. They have the authority to raise the interest rates. 

Senator Kucuen. That is correct. 

Mr. Fiorrr. We have no authority to raise it. We request—— 

The Cuairman. Did you not do it in the first instance ? 

Mr. Fioerr. No; we did not fix the 4 percent. 

The Cuatrman. Who did? 

Senator Kerr. Who did? 

Mr. Fiorre. The Treasury Department. 

Senator Krrr. And they have not permitted you to change that 4 
percent; is that what you are telling us? 

Mr. Frorre. That is what I am telling you. 

Senator Kerr. That so far as the law is concerned the interest rate 
can be increased, but so far as you are concerned it cannot be? 

Mr. Fioere. That is correct. 

Senator McNamara. Have you made a request for an increase in it? 

Mr. Fuiorrr. Yes, sir; as recently as December. 

Senator Kucnen. Well then, I think you should be congratulated 
because the General Services Administration has been tied down 
apparently by the decision of the Treasury to proceed on a 4-percent 
basis; is that correct ? 
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Senator Kerr. On an impossible basis. 

Senator Kucue.t. Unquestionably. 

Senator McNamara. Now, shall we have Mr. Floete finish his state- 
ment? There are just two short paragraphs left. 

Senator Kucuen. I would like to come back to a couple of specific 
questions. 

Mr. Fiorre. Senator Kuchel, may I interject this thought there: 
Although we are restricted to a 4-percent interest, the cost is neverthe- 
less there; it is in the cost of construction and that is why our figures 
indicate such a difference between the originally estimated cost that 
was available and the bids we get because it is buried in there just 
us much as bricks are buried in there. And it is a substantial 
amount. 

Senator Kucner. Yet on that same point if you did have a bidder 
who would be successful you would still have to have a man to ad- 

vance that money to the successful construction bidder at the time 
the construction was completed but worry then, the man that advanced 
the money would have the worry of determining how much he was 
going to get for his money during a 25-year maximum period? 

Mr. Frorrr. Yes. 

Senator Kerr. Unless the bidder and the investor were the same 
person. And then what the witness has said—— 

Senator Kucner. Then he could worry all by himself. 

Senator Kerr. What the witness has said, what he couldn’t get on 
an interest rate on a continuing basis he would make up for in an in- 
creased bid for the original construction. 

Senator Kucner. That is right. 

Senator McNamara. Let us finish your statement. You have two 
short paragraphs. 

Mr. Frorre. These steps are in line with the policy of the Presi- 
dent, as stated in his messages on the state of the Union and the 1958 
budget, to postpone all wor k which can be deferred, with the exe eption 
of construction to meet urgent needs for schools, highways, and hous- 
ing, and thus avoid aggravating inflationary pressures by unnecessary 
competition for labor, materials, and equipment. 

When present inflationary pressures in the construction industry 
recede, advertising of these and other projects will be resumed, since 
it is important to move ahead on needed construction of Gov ernment 
buildings. These, as you know, are largely self-liquidating by savings 
in rents otherwise payable. In the meantime, GSA will proceed with 
the preparation of architectural and engineering designs and with the 
acquisition of sites for projects approved under this law to the extent 
of funds available. 

The Cuarrman. If you defer the ones that have already been ap- 
proved why would you want to continue employing architects un- 
der this same system that you do not now approve / 

Mr. Frorre. Well, because we fundamentally believe that these 
buildings are needed and that we ought to be getting on with them 
as far as we can. 

Now, you have appropriated a total of $20 million for that purpose. 
We need $50 million more to finally accomplish it. 

Senator Kerr. Whether they ever hatch or not you want to keep 
setting the eggs? 
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Mr. Fiorrr. I am in hopes that they will hatch, sir, some way or 
other. 

Senator Kucuen. Mr. Chairman ? 

Senator McNamara. Senator Kuchel. 

Senator Kucue:. Mr. Floete, using some of the communities with 
which I am acquainted as examples, is it not true that the Federal 
Government will Tequire thore space in which to perform its functions 
as times goes by? Is it not true that the Government requires more 
space toda vy than it did, let us say, 4 years ago? 

Mr. Fioere. Yes, sir. 

Senator Kvucuet. So that, is it not true that General Services Ad- 
ministration is now faced with the responsibility of finding suitable 
quarters that it can rent? 

Mr. Frorre. We are having a very difficult time in some cities, 
Washington notably. 

Senator Kvucner. And is it not also true that in the long run the 
rental of property is the most expensive way for one to acquire space 
in which to transact public business ? 

Mr. Frorrr. Well, you see one way to look at that, this program 
would create, if it were fully implemented, about 20 million square 
feet of net rental space. You ean figure you pay an average of $3 
or $3.25 per square foot rent now. Theoretically that is going to 

save $60 million a year, less what it costs us to operate the space—say 
about a dollar per square foot. 

Senator Kucuen. Yet, after 25 years we would have nothing, 
whereas under the lease-purchase program we would have it. I 
remember very well, and I asked the staff to get the hearings—I think 
the guinea pig example that GSA used w hen we sat here 4 years ago 
was the city of San Francisco. And a man, Mr. Reynolds, repre- 
senting the Government, appearing before the committee went on 
tosay: 

I give you two examples in your own State-— 

Talking to me, Iam quoting it— 


one is the hotel at 100 McAllister Street, in San Francisco, which was purchased 
by the Reconstruction Finance Corporation prior to the war for the use of the 
Internal Revenue. It is a good location for a hotel and business was not good 
in the hotel business in those days. It was purchased as an office building. It 
does not make a good office building. We have people who are willing to take 
that property off our hands and convert it back to a hotel and build an office 
building designed for our purpose which would not only serve the community 
better but would serve us infinitely better from an administrative standpoint. 

They have the old mint down in San Francisco in the heart of the city. We 
operate it as an office building. It is a very poor office building, but still we 
cannot declare it surplus. Proposals have been made from people in San 
Francisco to take that in a similar transaction. 


There was an excellent example of how lease-purchase could have 
worked to the benefit of the Government. 

Here is a hotel, a skyscraper, that the Government purchased 
during the war. It wasn’t any good for business purposes; the Gov- 
ernment still has it. Here is an old mint that is no good for govern- 
mental office space; the Government still has it. It is, however, one 
property that is valuable. A private business could utilize the site 
of the mint. Private business at least 3 years ago or 4 years ago was 
interested in buying the hotel back and making another hotel “for it. 
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Are we not in error in abandoning what the GSA itself thought 
was an excellent opportunity to save money, to buy a new building, 
and to get rid of buildings that were ill-equipped for public business ? 

Mr. Fioere. That condition still exists today in San Francisco just 
as it did then. 

Senator Kucuen. Is that so? Then let me ask you this question, 
and I can understand by reason of your answers to Senator Kerr’s 
questions, the decision that has been made in numerous agencies down- 
town to stop the program. 

Would those same agencies consider any exceptions to the rule that 
has been laid down if the public interest required space to be available 
immediately and if GSA were able to demonstrate the wisdom of a 
lease-purchase project and contract, such as I have outlined here in 
San Francisco¢ Would the GSA consider that that constituted an 
exceptional situation and that was one that should not be required to 
be put on the shelf until the whole program were brought back into 
effect ? 

Mr. Fiorre. You are saying, in effect, if we had the money or had 
a promise of the money 

Senator Kucuen. No;no,sir. Iam saying that if again 

Mr. Fiorre. Well, we do have such cases. 

Senator Kerr. May I interrupt there ? 

Senator Kucuet. Yes, sir. 

Senator Kerr. I think he is asking, are there not certain of these 
cases that are so exceptionally acute that the situations would urge 
you to go ahead and build them in spite of the inflationary impact they 
would make? 

Mr. Fiorre. Yes, sir; I think there are some in that category. 

Senator Kerr. Now the committee had felt that all of the projects 
approved met the specifications required to put the forces of necessity 
into operation. But he is asking you if among those that the commit- 
tee has approved are there not certain ones where the situation is so 
acute that they ought to be gone ahead with anyway ? 

Mr. Froerre. I think they should, but as I understand the decision 
at the present moment I wouldn’t go ahead with them. 

Senator Kucuen. This is a little out of my camp, but assuming in 
a given project where the Government did own some real estate that 
it could sell to the highest bidder as a part of a package deal by which 
a bidder would build the building and lease-purchase it to the Govern- 
ment, assuming that the payments on the lease-purchase over a 25-year 
period would be about the same as what the Government would be 
required to pay out in rent each month for similar office space, then 
unquestionably would the Government and the interest to the public 
best be served by entering into a lease-purchase contract? There 
should be no question about that. 

Mr. Frorre. But however we build it, whether we build it by a 
trade of something we have got or whether somebody comes along to 
us and says, “Here, I will loan you the money, 4 percent”; and they 
do, a group told me yesterday they would put up the whole money and 
guarantee there wouldn’t me any pad in it, it would be straight 4 per- 
cent. But what contributes to the inflation is the building of the 
building, the cost of labor and materials. 

Senator Kerr. That would still be there? 
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Mr. Frorre. That will still be there. ; 

Senator Kucuen. Are you familiar with the project at Newkirk, 
Okla. ¢ 

Mr. Fioerr. At Newkirk? 

Senator Kerr. Yes. My information is that they had the financing 
on the basis that you had specified agreed to. 

Mr. Fioere. I think that is a Post Office project, not GSA. 

Senator Kerr. Oh. 

Senator Case. Mr. Chairman ? 

Senator McNamara. Senator Case? 

Senator Casr. Well, I was just wondering in the situation that the 
Senator from California was describing if that situation existed that 
the money was available, that the need was urgent, his questions, as 
I understood them, was wouldn’t you go ahead ; but your answers, in 
effect, that the inflationary pressures would still exist, but now there 
might be some areas in the country where that might not be true, where 
labor and material is not in high demand because the construction level 
is low? 

Mr. Fioerte. I think there are areas of that nature, 

Senator Casr. So that there would, in those cases, perhaps be some 
basis for resuming the program if it were shown that the inflationary 
product would not result ? 

Mr. Fiorre. Well, I would hope that there would be some relaxa- 
tion in that; yes. We have some cases that are really deplorable. 

Senator Case. Mr. Chairman, I recognize I am a little out of order 
here. I am not a member of the subcommittee any more. 

Senator McNamara. We are glad to have you here, nevertheless. 

Senator Casg. It just happened that this is a problem which had 
engaged my attention a great deal because of my association with the 
bill when it was on the floor and in the hearings that we have had on 
the projects subsequently. So, sometime ago when it was evident that 
troubles were being encountered in the operation of the bill I started 
to work on possible means of meeting it. 

At the time I assumed that the initial problem was getting of the 
money at the rate that was permitted, so I thought that the initial 
problem was financing. 

I started to work on a bill, therefore, designed to meet that problem 
of financing by trying to find a source for money that would make it 
available within the requirements of the Lease-Purchase Act. 

Senator McNamara. Senator Case, you recognize that there is no 
specific limit in the interest rate in the present legislation 

Senator Case. Yes; but as a matter of policy 

Senator McNamara. Well, that is beyond the—— 

The Cuarman. And something happened, Senator Case, before 
you arrived. Mr. Floete, or General Services, do not have the au- 
thority to fix interest rate. That is fixed by the Treasury Department. 

Senator Casr. Yes. So, working on this problem trying to find 
some way in which the program would function, I began working on 
a bill and incorporated many other features in it that I thought might 
make a desirable bill, and was completing that, well, I was working 
with the legislative counsel about 10 days ago, and we revised it last 
week just about the time that the word came of the suspension of the 
program. 














296 STATUS AND PROGRESS OF LEASE-PURCHASE PROGRAM 


The bill was put into final shape last week, and I introduced it in 
the Senate yesterday, and it has been referred to this committee. I 
understand that printed copies are not available, but if I might I 
should like to bring it to your attention officially, although I have 
addressed a letter to you, Senator McNamara, both as chairman of 
the subcommittee, and Senator Chavez, as chairman of the full com- 
mittee. It is Senate bill 1265. 

At an appropriate time I would appreciate an opportunity to pre- 
sent the bill. I merely mention it collaterally at this time. 

Senator McNamara. The committee will be glad to consider it. We 
have it and will make it a part of the record. 

(The Senate bill referred to is as follows :) 


[S. 1265, 85th Cong., Ist sess. ] 


A BILL To supplement the lease-purchase provisions of the Public Buildings Act of 1949 
by establishing a Federal Building Finance Administration to provide a_ self-financing 
means for the construction of certain Federal buildings and certain public school buildings, 
and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Federal 
Building Finance Act of 1957”. 


Y2FINITIONS 

Sec. 2. As used in this Act— 

(a) The term “Administration” means the Federal Building Finance Admin- 
istration established hy this Act. 

(b) The term “Director” means the Director of Federal Building Finance 
appointed pursuant to section 3 (b) of this Act. 

(c) The term “Board” means the Advisory Board established by section 3 (c) 
of this Act. 

(d) The term “fund” means the Federal building finance fund established 
by section 4 (a) of this Act. 

(e) The term “State” means any State, Alaska, Hawaii, Puerto Rico, Guam. 
the Virgin Islands, the District of Columbia, American Samoa, or the Canal 
Zone. 

(f) The term “State school authority” means the board of education or other 
agency or officer of any State primarily responsible for the supervision of public 
elementary and secondary schools within such State, or, if there is no such 
officer or agency, an officer or agency of such State designated by the governor 
thereof or by State law. 

(g) The term “local school authority” means the board of education or other 
legally constituted local school authority having administrative control and 
direction of free public education in a city, county, township, school district, 
or political subdivision of any State, and includes any State avency which 
directly operates and maintains public schools. If a separate public authority 
has responsibility for the provision or maintenance of school facilities for any 
local educational agency or the financing of the construction thereof, such terin 
includes such other authority. 

(h) The term “school facility”, except as otherwise provided in this para- 
graph, means any building used or to be used chiefly for classroom use by any 
primary or secondary school operated by any local school authority, and includes 
any related facility (including initial equipment, machinery, and utilities neces- 
sary or appropriate for school purposes). Such term does not include any 
(1) athletic stadium or other structure or facility intended primarily for use 
for athletic exhibitions, contests, games, or other events for which admission 
is to be charged to the general public, (2) off-site improvement, or (3) structure 
or facility designed for wse exclusively for any special activity, such as a single- 
purpose auditorium or gymnasium. 

(i) The term “construction”, when used in relation to any school facility, 
means the preparation of drawings and specifications for such facility : erecting, 
building, acquiring, altering, remodeling, improving, or extending such facility ; 
and the inspection and supervision of the construction of such facility. 
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ADMINISTRATION ESTABLISHED 


Sec. 3. (a) There is hereby established in the executive branch a Federal 
Building Finance Administration, which shall be subject to supervision by the 
President, but which shall not be a part of or supervised by any other depart- 
ment or agency in the executive branch. The principal office of the Administra- 
tion shall be located in the District of Columbia, but it may establish such 
branch and regional offices at other places in the United States as may be deter- 
mined by the Director to be necessary to fulfill the responsibilities imposed 
upon it by this Act. 

(b) Subject to policies promulgated by the Advisory Board, the Administra- 
tion shall be administered by the Director, who shall be appointed by the Presi- 
dent, by and with the advice and consent of the Senate, and whose annual rate 
of basic compensation shall be $20,000, The Director may appoint and fix the 
compensation of such officers and employees of the Administration, and make 
such expenditures, as may be necessary to carry out the responsibilities of the 
Administration under this Act. 

(c) There shall be within the Administration an Advisory Board which shall 
determine the policies of the Administration in the execution of its responsi- 
bilities under this Act. The Board shall be composed of— 

(1) the Secretary of the Treasury, or an officer of the Department of 
the Treasury designated by the Secretary to represent the Department of 
the Treasury ; 

(2) the Postmaster General, or an officer of the Post Office Department 
designated by the Postmaster General to represent the Post Office Depart- 
ment ; 

(3) the Administrator of General Services, or an officer of the General 
Services Administration designated by the Administrator to represent the 
General Services Administration ; and 

(4) two members appointed from private life by the President, by and 
with the advice and consent of the Senate. 

Individuals serving as members of the Board pursuant to paragraphs (1), (2), 
and (3) shall so serve without additional compensation. Individuals appointed 
as members of the Board pursuant to paragraph (4) while so serving shall 
receive basic compensation at the annual rate of $17,500. The Board shall 
select a chairman from among its members. 

(d) Neither the Director nor any member of the Board appointed under para- 
graph (4) of subsection (c) may engage in any other business, vocation, or 
employment while so serving. 

(e) There are hereby authorized to be appropriated to the Administration 
such sums as may be required for the performance of its administrative func- 
tions under this Act. 

FEDERAL BUILDING FUND 


Sec. 4. (a) There shall be established on the books of the Treasury a Federal 
building finance fund, which shall be composed of (1) the proceeds of the sale 
of such obligations as may be issued from time to time by the Administration 
pursuant to subsection (b), and (2) such additional sums, not exceeding 
$300,000,000 for any fiscal year, as may be appropriated thereto for the purpose 
of financing school construction pursuant to section 5 of this Act. 

(b) The Administration is authorized from time to time to issue interest- 
bearing obligations in such amounts as may be required to yield proceeds suffi- 
cient to carry into effect the provisions of this Act, except that the face value of 
all obligations so issued and outstanding shall not at any time exceed $5,000,- 
000,000. Such obligations shall be the obligations of the Administration, and 
shall be issued upon such terms and conditions as the Administration may pre- 
scribe, except that each such obligation shall (1) plainly state that it is not an 
obligation of the United States, is not guaranteed as to principal or interest by 
the United States, and does not constitute a debt or obligation of the United 
States, and (2) bear interest at the rate prescribed by section 201 (d) of the 
Social Security Act for oblgiations which may be purchased for the account of 
the Federal old-age and survivors insurance trust fund. Notwithstanding the 
provisions of such section, the managing trustee of such fund is authorized from 
time to time to invest in obligations issued under this subsection such sums from 
the Federal old-age and survivors insurance trust fund as the Director may deter- 
inine to be necessary to carry into effect the provisions of this Act. The Federal 
Reserve banks are authorized to act as depositories, custodians, or fiscal agents 
of the Administration in the performance of its powers under this Act. 
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(ec) All obligations issued by the Administration under subsection (b) shall 
be exempt, both as to principal and interest, from all taxation (except estate, 
inheritance, and gift taxes) now or hereafter imposed by the United States, by 
any Territory, dependency, or possession thereof, or by any State, county, munici- 
pality, or local taxing authority. 

(d) The director is authorized to expend from the fund from time to time such 
sums as may be required to fulfill the obligations of the Administration under 
any construction contract or agreement entered into by it in conformity with 
the provisions of section 5 or section 6 of this Act. All sums received by the 
Administration under any such contract or agreement shall be deposited in the 
fund, and shall be available for (1) the repayment of the principal amount of 
any obligation issued by the Administration, (2) the payment of interest due 
upon any such obligation, and (3) expenditure by the Administrator to fulfill the 
duties of the Administration under any other construction contract or agreement 
entered into in conformity with the provisions of this Act. 


SCHOOL CONSTRUCTION CONTRACTS 


Sec. 5. (a) Whenever any local school authority determines that (1) it has 
need for any additional school facility and (2) the acquisition, construction, or 
improvement of such facility cannot be financed by any means other than by 
a school construction contract executed under this section, such authority may 
prepare a detailed plan for the acquisition, construction, or improvement of any 
school facility in conformity with the requirements of this section. 

(b) Each such plan shall include— 

(1) the name and address of the local school authority requiring such 
school facility ; 

(2) the name and address of the local school authority which will become 
a party to any contract executed under this section and will be responsible 
for the repayment of any sum advanced by the Administration thereon, if 
such authority is not the authority named under paragraph (1) ; 

(3) evidence satisfactory to the Administration as to the legal capacity 
of such local school authority to enter into and to be bound by any such 
contract ; 

(4) a statement explaining the nature and extent of the need so to be 
satisfied ; 

(5) a description of the measures taken by such authority to finance the 
construction of such school facility by other means, and the reasons why 
such construction cannot be financed by any means other than that authorized 
by this section ; 

(6) a description of the site upon which the contemplated school facility 
would be constructed under such plan, and complete architectural and engi- 
neering plans and specifications for any school facility the construction of 
which is contemplated by the plan; 

(7) a detailed analysis of the estimated total cost of the execution of such 
plan, together with a statement of the basis upon which such estimate was 
prepared ; 

(8) evidence satisfactory to the Administration of the willingness and 
capacity of the local school authority which would become a party to any 
contract executed under this section to furnish not less than 10 per centum of 
such total cost through (A) the application of funds available to such au- 
thority, (B) the furnishing of land suitable for use as a site for any school 
facility the construction of which is contemplated by the plan, or (C) the 
rendition of architectural or engineering services incident to such construc- 
tion, which land or services shall not be credited for such purpose at any 
ot in excess of that determined by the Administration to be reasonable; 
an 

(9) a statement of the term in which such local school authority will 
repay in conformity with the provisions of this section any sum advanced by 
the Administration for the execution of such plan. 

(c) Each such plan shall be deemed an approved plan if (A) it has been ap- 
proved by the State school authority of the State within which the local school 
authority which prepared such plan is situated and (B) the Administrator of 
General Services has approved the architectural and engineering plans and spec- 
ifications for any school facility the construction of which is contemplated by 
the plan, and the site upon which such contemplated facility is to be constructed. 

(d) The Administration is authorized to advance from the fund to any local 
school authority such sum as may be required to carry into execution any ap- 
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proved plan prepared in conformity with this section upon the execution of a con- 
tract between the Administration and the local school authority concerned 
which— 

(1) requires such local school authority to convey to the Administration, 
before the making of any such advance, marketable title in fee simple to the 
land upon which any school facility financed in whole or in part by such 
advance is to be constructed ; 

(2) requires such local school authority to transfer to the Administration 
title to such school facility in such manner and at such time as the Adminis- 
tration shall prescribe ; 

(3) requires such local school authority to repay the sum so advanced, 
together with interest on the unrepaid balance of such sum at the rate or rates 
specified by the Director, by equal annual installment payments made for 
not less than ten nor more than twenty-five years; 

(4) requires such local school authority to make adequate provision for 
the care, maintenance, and utilization of such school facility until the com- 
pletion of such payments ; 

(5) upon the completion of such payments, requires the Administration 
to convey to such local school authority title to such school facility and to 
the land conveyed to the Administration pursuant to paragraph (1) ; 

(6) provides that all laborers and mechanics employed by contractors or 
subcontractors on construction work performed in the execution of the plan 
shall be paid wages at rates not less than those prevailing on similar 
construction in the locality as determined by the Secretary of Labor in ac- 
cordance with the Davis-Bacon Act, as amended (40 U. 8. C. 276a—276a-5), 
and that every such employee shall receive compensation at a rate not less 
than one and one-half times his basic rate of pay for all hours worked in any 
workweek in excess of eight hours in any workday or forty hours in the 
workweek, as the case may be. The Secretary of Labor shall have, with 
respect to the labor standards specified in this paragraph, the authority and 
functions set forth in Reorganization Plan Numbered 14 of 1950 (15 F. R. 
3176; 64 Stat. 1267), and section 2 of the Act of June 13, 1934, as amended 
(40 U. 8S. C. 276c) ; and 

(7) contains such other terms and conditions as the Administration de- 
termines to be necessary to protect the interests of the United States and to 
secure the performance by such local school authority of its obligations 
under such contract. 

(e) No contract executed under this section may provide for any advance of 
funds in any amount in excess of 90 per centum of the estimated total cost of 
the execution of the plan for which such advance is to be made. No contract 
shall be executed by the Administration under this section with any local school 
authority of any State at any time at which— 

(1) the aggregate unrepaid balance of all indebtedness to the Administra- 
tion theretofore incurred by such local school authority equals or exceeds 
$2,500,000 ; or 

(2) such local school authority is in default in the performance of its 
obligations under any contract between such local school authority and 
the Administration previously executed under this Act; or 

(3) the aggregate amount of the annual installment payments due but 
unpaid upon all contracts in effect between the Administration and local 
school authorities of such State exceeds 5 per centum of the aggregate 
amount of all sums advanced by the Administration under all such contracts 
then in effect. 

(f) Except as specifically provided by this section, nothing contained in this 
Act shall authorize any department, agency, officer, or employee of the United 
States to exercise any direction, supervision, or control over, or prescribe any 
requirement with respect to, any (1) State school authority, local school author- 
ity, or school to or on behalf of which any funds have been or may be advanced 
pursuant to this section, or (2) curriculum or program of instruction of any 
school or school system. 

(g) No money advanced by the Administration under this section to any local 
school authority for the execution of any plan may be expended by such xuthority 
for any purpose not required for the execution of such plan. Whoever, being an 
officer, employee, or agent of any local school authority, wilfully appropriates 
to his own use aby money so advanced, or expends or attempts to expend, or 


combines or conspires with any other person to expend, any money so advanced 
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for any purpose not required for the execution of such plan, with knowledge 
that such expenditure is not so required, shall be fined not more than $10,000, or 
imprisoned not more than five years, or both. 


FEDERAL CONSTRUCTION AGREEMENTS 


Sec. 6. (a) Whenever the Administrator of General Services determines that 
(1) the need for public building space for permanent activities of the Federal 
Government in any particular area cannot be satisfied by the utilization of any 
available property owned by the Federal Government, and (2) no means other 
than an agreement authorized by this section is available to provide such space, 
he may prepare in conformity with the provisions of this section a detailed 
plan for the acquisition, construction, or improvement of such structures or 
facilities as he determines to be required to satisfy such need. Whenever the 
Postmaster General determines that (1) the need for public building space for 
postal purposes in any particular area cannot be satisfied by the utilization of 
any available property owned by the Federal Government, (2) the receipts of 
the post office serving such area exceed $10,000 per year, and (3) no means 
other than an agreement authorized by this section is available to provide such 
space, he may prepare in conformity with the provisions of this section a 
detailed plan for the acquisition, construction, or improvement of such struc- 
tures or facilities as he determines to be required to satisfy such need. Such 
plans may be prepared with respect to needs occurring within any State. 

(b) Each such plan shall include— 

(1) the name of each department, agency or activity of the Federal 
Government requiring the space to be provided thereunder ; 

(2) a certificate of need for such space executed by the head of each 
such department, agency, or activity, together with a statement explaining 
nature and extent of the need so to be satisfied ; 

(3) a description of the measures taken by or on behalf of such depart- 
ment, agency, or activity to obtain such space by other means, and the rea- 
sons why such space cannot be provided by means other than that authorized 
by this section; 

(4) the certificate of the Administrator of General Services, or in the 
case of needs of the postal service the certificate of the Postmaster General, 
that suitable space required to meet such need is not owned by the Federal 
Government, and cannot be obtained through the rental of private property 
at a cost commensurate with the costs to be incurred by the using depart- 
ment, agency, or activity under the terms of the plan; 

(5) a description of all property to be acquired, and each structure or 
facility to be acquired, constructed, or improved pursuant to the plan; 

(6) a detailed analysis of the estimated total cost of the acquisition, con- 
struction, or improvement contemplated by the plan, together with a 
statement of the basis upon which such estimate was prepared ; 

(7) a statement of the sum to be paid annually under the plan by each 
using department, agency, or activity of the Federal Government in repay- 
ment of the sums advanced by the Administration for the execution of such 
lan ; 

(8) a statement of the amount of any rent and other housing costs 
currently being paid by each such department, agency, or activity for build- 
ing space which would not be paid if the plan were to be executed ; and 

(9) a statement by the Director of the Bureau of the Budget that the exe- 
ecution of the plan is necessary and in conformity with the policy of the 
President, which statement shall be based upon budgetary and related con- 
siderations and shall not constitute approval of the specific terms or provi- 
sions of any proposed agreement or of the selection of any particular 
contractor for the execution of any part of the plan. 

(ec) Each such plan shall be deemed to be an approved plan upon the expira- 
tion of the first period of sixty calendar days of continuous session of the 
Congress following the date on which such plan is transmitted to the Com- 
mittees on Public Works of the Senate and the House of Representatives, unless 
between such date of transmittal and the expiration of such period there has 
been passed by either House of the Congress, by the affirmative vote of a ma- 
jority of the authorized membership of that House, a resolution stating in sub- 
stance that such House does not approve such plan. 

(d) The Administration is authorized to advance from the fund to the Adq- 
ministrator of General Services, or to the Postmaster General, as the case may 
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be, such sum as may be required to carry into execution any approved plan 
prepared by such officer under this section in conformity with an agreement 
entered into with such officer under which such officer undertakes to repay such 
sum, together with interest on the unrepaid balance of such sum at the rate 
or rates specified by the Director, by equal annual installment payments made 
for not less than ten or more than twenty-five years in compliance with the 
requirements of this section. Appropriated funds now or hereafter available for 
the payment of rent and related charges for premises by any department, agency, 
or activity of the Federal Government occupying any public building space pro- 
vided through the execution of such plan shall be available to such officer for 
application to such annual installment payments. 

(e) Upon the execution of such agreement with respect to any approved plan 
prepared by the Administrator of General Services, or the Postmaster General, 
as the case may be, such officer is authorized to (1) acquire such real and per- 
sonal property and to enter into such contracts as may be required to carry such 
plan into effect, and (2) apply to the discharge of obligations so incurred money 
advanced by the Administration under such agreement. ixcept as otherwise 
specifically provided by this section, all contracts entered into by the Adminis- 
trator of General Services or the Postmaster General under this section with 
any private contractor shall be executed and carried into effect in compliance 
with all requirements of law applicable to like contracts executed by such officer 
under which the obligations of the United States are to be discharged through the 
payment of appropriated funds. 

(f) No agreement entered into pursuant to subsection (d) upon any approved 
plan shall provide for the payment to the Administration by the Administrator 
of General Services or the Postmaster General of any annual installment pay- 
ment which exceeds 15 per centum of the fair market value of the property to be 
supplied pursuant to such plan, determined as of the date of execution of such 
agreement or, in the case of any plan contemplating the future construction of 
any structure or facility, the date of completion of such construction. 

(g) For three years after the date of enactment of this Act, the Administra- 
tion in entering into agreements for the financing of approved plans prepared 
under this section shall give priority to approved plans for the construction of 
not more than two additional post-office buildings within each congressional 
district for which plans for such buildings shall have been prepared and reported 
to the Congress as eligible projects under the Public Buildings Act of 1949 (40 
U. S. C. 352-355). 


GENERAL POWERS OF THE ADMINISTRATION 


= 


Sec. 7. (a) The Administration, in the performance of its duties and in the 
exercise of its authority under this Act, shall have power— 

(1) to promulgate such rules and regulations as may be necessary to 
carry into effect the provisions of this Act; 

(2) to adopt, alter, and use a seal, which shall be judicially noticed ; 

(3) to issue interest-bearing obligations of the United States subject to 
the provisions of this Act; 

(4) to enter into, and perform its obligations and enforce its rights under, 
contracts and agreements authorized by sections 5 and 6 of this Act; 

(5) to accept, hold, and convey title to real and personal property incident 
to the performance of such obligations and the enforcement of sueh rights; 

(6) to sue and be sued in any court of record of a State having general 
jurisdiction, or in any district court of the United States, in any ease or 
controversy arising from the execution or with respect to the performance 
of any contract executed under section 5 of this Act, except that no attach- 
ment, injunction, garnishment, or similar process, mesne or final, shall be 
issued against the Director, the Administration, or its property; and 

(7) in the event of any default on the part of any local school authority 
upon its obligations under any contract executed under section 5 of this Act, 
to assign, lease, or sell at public or private sale, or otherwise dispose of 
for cash or credit, upon such terms and conditions as the Director deter- 
mines to be reasonable, any property the title to which is held by the Admin- 
istration to secure the performance by such local school authority of its 
obligations under such contract, 

(b) In administering the provisions of this Act, the Administration is author- 
ized to utilize the services and facilities of any department or agency in the exec- 
utive branch of the Government. Payment for such services and facilities may 
be made in advance or by way of reimbursement, as may be agreed upon by the 
Director and the head of the department or agency concerned. 
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REPORTS 


Sec. 8. (a) The Administration shall transmit to the Congress in January of 
each year a report which shall contain a full and complete description of all 
operations conducted under this Act during the preceding calendar year. Such 
report shall contain information with respect to— 

(1) offices established, and personnel employed by, the Administration ; 

(2) the nature and extent of the utilization by the Administration during 
such year of services and facilities of other departments and agencies of 
the Federal Government; 

(3) the financial status of the fund; 

(4) outstanding obligations of the Administration ; 

(5) contracts and agreements entered into by the Administration under 
sections 5 and 6 of this Act during the preceding calendar year; 

(6) the status of any construction undertaken for the execution of any 
plan for which any advance of funds has been made under section 5 or sec- 
tion 6 of this Act; 

(7) the nature and extent of any default on the part of any department 
or agency of the Federal Government, or on the part of any local school 
authority, under any such contract or agreement in effect; 

(8) action taken by the Administration with respect to any such default; 


and 
(9) facts concerning the termination, during the preceding calendar year, 


of any such contract or agreement. 

(b) Such report may contain such recommendations for such additional legis- 
lation as the Administration may consider necessary or desirable to improve 
the administration of this Act. 

Senator Martin. Mr. Chairman, I don’t wish to prolong this. 

Mr. Floete, would there be any reason that you would not want 
to submit to this committee—you stated in your direct statement 
here that you were in touch with financiers and bankers and so on 
and so forth—would it be improper for you to state something about 
that and what your conclusions might be, whether or not the general 
public—I mean men, large investors and small investors—would be 
interested in furnishing the money if a proper interest rate might 
be made? 

Mr. Fioere. Well, in our conversations with them it has developed 
that probably this paper would still sell. It won’t sell as readily 
as a hundred-dollar bond, but it would still sell if the interest rate 
were in the neighborhood of 5 percent. Now, I don’t know whether 
it would be an eighth less or an eighth more than that, but it would 
be somewhere in that neighborhood. 

Senator Martin. Do you think it would be competitive money? I 
mean we will take a project—yours in Albuquerque [referring to the 
chairman ]—would there be a competitive situation where you would 
have more than one bidder? Do youthink there would be that amount 
of interest ? 

Mr. Frorre. I think on the smaller jobs perhaps you would. I 
think if you get a big one like San Francisco, $45 million, you only 
have a few people. 

Senator Martin. Those would have to go to insurance companies, 
pension funds, and so forth ¢ 

Mr. Fuiorte. Right. 

Senator Martin. But in those cases isn’t the interest rate pretty 
generally fixed for all users of money ? 

Mr. Frioere. You mean among the trust funds and pension funds? 

Senator Martin. Well, those are the people that we have talked to 
and it is our opinion that this is about where it hits at the present time. 
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Senator Casr. Well, Mr. Chairman, if the Senator would yield: 
Isn’t it affected somewhat by whether or not the money is tax exempt? 

Mr. Fiorrr. This, of course, is subject to taxation, for income-tax 
purposes. 

Senator Case. The reason I bring that out, it will be more apparent 
when I bring up the bill that I have produced. 

Senator McNamara. Senator Chavez? 

The CuarrMan. I want to call your attention to another exceptional 
case and that is the one in Albuquerque. 

You mentioned in your statement about how much rent the Gov- 
ernment pays for rental property to carry out the functions. In 
Albuquerque alone around $500,000 a year is paid by the agencies, 
by the Federal Government, in order to have their agencies in a place 
to stay. Now, the history of the Albuquerque project is a very inter- 
esting history and I want to beg the indulgence of the committee to 
brief it. 

General Services does not have any problem of getting a site. The 
Federal Government has owned the entire block for years. There is 
so much interest in the Federal building and it is so badly needed that 
even prior to the war instead of $6 million we received from the 
Congress an appropriation of $9 million. But then came the Second 
World War and. of course, everything was stopped. 

So we had to do this: They did receive a bid. They did not have 
to worry about finances. The Utah Construction Co., in conjunction 
with a Texas company, put in the bid. There wasn’t any word about 
finances whatsoever. The bid, I think it was around the 20th of 
November, wasn’t it, Mr. Floete ? 

Mr. Forte. December. 

The CHatrman. December. The bids were received. I kept on 
checking and they informed me that they were going to act on the con- 
tract within 30 days, and all of a sudden here we have a notice that 
even that has been deferred. It isan acute situation. 

Senator Kucuen. Mr. Chairman? 

Senator McNamara, I wonder if Mr. Floete wanted to reply to the 
question ? 

Mr. Fiorre. No; what the Senator says is correct. 

Senator McNamara. Apparently there is great need and the eco- 
nomy of the situation dictates that it should go ahead regardless of 
these factors, because it would take brick and mortar and labor and 
financing, it would be inflationary and, therefore, it is all off? 

Mr. Fiorre. That is right. 

The Cuamman. But that same statement that Mr. Floete made 
states that they can do it with the estimated amount. 

Senator McNamara. Right. 

The CHatrMan. And that it wouldn’t take any more, hence evi- 
dently labor would not interfere, materials would not interfere, 
because it is stated here that they could do it under the estimate that 
was made several years ago. 

Senator McNamara. The answer appears that it is still inflationary 
and, therefore, it should be shelved. 

Mr. Frorrr. That is my understanding. 

Senator Martin. Mr. Chairman, as far as the inflationary side of it, 
you take the utilities of our country—electric companies, telephone 
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companies—are building enormous buildings and things of that kind 
for their convenience. 

; Now, of course, that is taking material and it is taking skilled labor. 
Nevertheless, it is progress. 

I don’t know your situation, Senator Chavez, but in the city of 
Pittsburgh we have governmental agencies scattered all over that 
city. It is most inconvenient to the citizen to find the place to do 
business and it is costing—I did have the figures but I don’t want to 
guess at them right now—but the cost to the Federal Government in 
rentals in Pittsburgh is enormous. 

I think in that building that we would like you to build in the 
city of Pittsburgh we can get a very good interest rate. Insurance 
companies have already built; for example, they built three office 
buildings there at what we call the Point in Pittsburgh, and they have 
been profitable. 

While I don’t want inflation in America—I am fearful of infla- 
tion—but nevertheless I don’t think we ought to quit, because we have 
got to look after the thing from an economy standpoint, and then we 
have got to look after it from the standpoint of public convenience. 

Senator Casr. Would the Senator yield for a question? 

Would it be your judgment, Senator Martin, that the uneconomic 
practices—that the ways to which you have referred in the handling 
of public business because of the lack of adequate quarters are them- 
selves inflationary ? 

Senator Martin. Well, they are. Now, I think that is not the 
province of this committee to get into a matter of economics, inflation 
and so on. That comes under the Finance and other committees, 
but 

Senator Case. But the Senator from Pennsylvania is qualified to 
speak from both angles because he is the ranking minority member of 
the Committee on Finance. 

Senator Martin. I think all those things tend toward inflation, but 
what I think our job here is, is whether or not this public law will 
work. If it won’t work we ought to make amendments. I mean, if it 
is a bad law we ought to repeal it. 

Now, if it is a bad law, I am a great deal at fault, because I had a lot 
to do with getting this law through the two Houses. 

Senator McNamara. Senator Kuchel had a question. 

Senator Martin. Excuse me, [ am sorry. 

Senator McNamara. Senator Kuchel ? 

Senator Kucnuen. I want to say to my senior colleague down there, 
it is not a bad law. It isa good law. Asa matter of fact, if this Con- 
gress had started to appropriate money to buy buildings 25 years ago 
and had had it, we wouldn’t have lease-purchase. The theory of lease- 
purchase was advanced because it was cheaper and better than rents. 

First of all, Mr. Floete, if the Treasury Department were to con- 
clude that it would approve 5 percent interest on money required for 
lease-purchase, would it be the desire of GSA to proceed with those 
projects which it believed highly important for the Federal Govern- 
ment to have constructed ? 

Mr. Frorre. Well, I have one difficulty with your question, Senator, 
and that is that I think all of them are important, so it would be pretty 
hard, I think, to just pick out one or two or a half a dozen that were 
more important than the others. 
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Senator Kucue.. Would it be the desire of GSA to proceed with the 
program if the Treasury increased the interest rates / 

Mr. FiLorrr. Well, not as long as we have an admonition to stop. 

Senator McNamara. It seems like we are getting into an area here 
where we have to deal with another agency, generally speaking. 

Senator Kucuer. That is all I have on that. 

I do want to ask this 

Senator Case. Mr. Chairman, would the Senator yield just so I can 
follow that word “admonition” for a minute ? 

Senator McNamara. Go ahead. 

Senator Cask. Was an admonition put in the record ? 

Mr. Fiorre. Well, maybe that isn’t the right word. It was a joint 
decision made about a week or so ago by the Bureau of the Budget, 
the Treasury Department, and GS A that we would not proceed with 
the program at the present time. 

Senator Case. Was it in the form of a written directive or memo- 
randum ¢ 

Mr. Fiorre. No; it was issued by GSA as a formal news release. 

Senator Case. It was issued by GSA? 

Mr. Fiorre. With the full concurrence of the Bureau of the Budget 
and the Treasury, and so stated. 

Senator McNamara. We went into that in great detail before you 
came in, Senator Case. 

Senator Case. I was just wondering if there was some formal thing 
where this directive came from somebody else. If there is something 
formal there 

Senator McNamara. The record shows that it came from the Treas- 
ury Department. 

Mr. Fioerr. The record shows it came from those three agencies. 

Senator McNamara. The record shows already that it came from 
the Treasury Department. That took place before you came in. 

Senator Case, Has the text of that from the Treasury Department 
been put in the record? 

Senator McNamara. No; there is no paper; the record so shows it. 

The CuatmrMan. His testimony is to the effect that it came from the 
‘Treasury Department. 

Senator McNamara. All right. You continue your questioning. 

Senator Kccner. In your statement you go on to say that— 








further offers of bids for construction of buildings under lease-purchase con- 
tracts will be temporarily deferred and pending negotiations suspended. 

Does that mean that no future action with respect to the acquisition 
of sites is contemplated ? 

Mr. Fioerr. No, sir. In the last paragraph we say we are going on 
and acquire sites within the limit of the money we have. 

Senator McNamara. Do we have any money ? 

Mr. Fiorre. No, sir; the money is all gone, the 20 million; we have 
asked for 20 million more in the 1958 appropriations bill that. we 
presented last week to the House. 

Senator Martin. Excuse me; how much was approved by the 
Budget? ) 

Mr. Frorre. The full 20 million. 

Senator Martin. The 20 million ? 

Mr. Fiorrr. Yes, sir. 
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Senator Kucuex. Take for a specific example of that the city of 
Los Angeles. 

Mr. Fioere. Yes, 

Senator ee Where the Congress, the 2 committees, approved a 
project for the construction, I think, of what is it, a $20 million 
building? 

Mr. Fuiorrr. At Los Angeles, 31 million, I think. 

Senator Kucnet. What would the General Services Administra- 
tion have in mind, using that as an example, including the moneys 
necessary to purchase such land within that community as it believed 
should be purchased for the future customs house? 

Mr. FLoete. Epa) is our normal procedure. 

Senator Kucuex. So that there will be in the Appropriation Com- 
mittees of the C at ess this year a request, from General Services for 
moneys with which to purchase real property and sites in projects 
which have been approved 

Mr. Fuoerre. Yes, sir. 

Senator Kucuen. Now, in addition to that, what other steps would 
you take—— 

Mr. Frorre. Well, that appropriation will also give us the right to 
enter into engineering contracts so our normal procedure is to acquire 
the site, then employ the architect, then all we have to do is push the 
architect to get his job done. 

Senator Kucuex. And at that time, then, everything would be done 
up to the point of advertising for bids for the construction of the 
building ? 

Mr. Fiuorre. And we would await the final plans, 

Senator Kucuext. Now, just one more question. One of the cities 
in California which was interested in having a project and which the 
GSA believed should have a project is the city of Sacramento. 

Mr. Fuoete. Yes, sir. 

Senator Kucue.. The city of Sacramento asked me informally if 
it might be possible for the city itself to enter into the financial ar- 
rangements with respect to advancing the moneys to build such a 
building. In your opinion, would that be possible under the present 
law ? 

Mr. Frorre. Well, the present law contemplates competition. That 
would mean negotiations with one specific individual. 

Senator Kucnen. No; assume competition, assume a competitive 
situation. 

Mr. Forte. Well, they just would be a source of money; is that it? 

Senator Kucnen. I am just talking out loud now, but they have 
money that they would be willing to utilize under a lease- purchase 
arrangement if it were otherwise legal. 

Mr. Fiorte. That would be all right, certainly. There are varia- 
tions of that around the country and we have other cases similar to 
that. 

Senator Kucuer. Just one more question and I am through. 

Mr. Floete, would it be possible to furnish to the committee a com- 
plete schedule of the present status of each lease-purchase contract 
which the committees of Congress have approved, and whether or not 
land has been acquired with respect to each of them? 

Mr. Fioere. Yes, sir; we can show a star after each of these in this 
list which will indicate what the status is. 
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Senator Marrrn. Mr. Chairman, would the Senator yield? 

Senator Kucneu. Yes, sir. 

Senator Martin. Why not, Senator Kuchel, would it be improper, 
where you had bids, to give us the list of the bidders and 

Mr. Frorre. They are in that exhibit C that I gave you. 

Senator Marrrn. It is all in here? 

Mr. Fiorre. Yes, sir. 

Senator Martin. Thank you, that is fine. 

Senator McNamara. The President has indicated that there might 
be a different handling of lease-purchase projects in the District of 
Columbia. Is it your opinion that there should be an exception made 
for the projects in the District of Columbia, and if so, why ? 

Mr. Fiorrr. Well, we have considered them up to date on the same 
basis as on any other place. 

Senator McNamara. All right, then this business we read in the 
papers about the agency considering going ahead with the District 
of Columbia projects has no basis in fact ? 

Mr. Frorre. No. 

Senator McNamara. All right, I just wanted to clear that up, 
because I got that impression from the President, reading the papers. 

Mr. Fioere. No, we understand it is across the board. 

Senator Revercoms. Mr. Chairman. 

Senator McNamara. Senator Revercomb ? 

Senator Revercomn. I have a few questions in summary I would 
like to ask. 

Recently the estimates upon the costs of these constructions were 
made by General Services? 

Mr. Fuorre. That is correct. 

Senator Revercoms. And those estimates were presented to the com- 
mittees of Congress ? 

Mr. Froerr. That is right. 

Senator Rrvercoms. And the committees of Congress approved 
those estimates as to the cost of each particular structure ? 

Mr. Fuorre. Yes, sir. 

Senator Revercoms. You found that that estimate which had been 
originally made by General Services and approved by the committees 
of Congress, in many instances, practically all instances, was too little, 
is that correct, sir? 

Mr. Froere. That is generally correct. 

Senator Revercoms. Then it became the duty of General Services, 
did it not, to come back to the committees and submit what the actual 
cost would be, the mistake having been made in presenting a low 
estimate to begin with, is that correct, sir? Wasn’t that a duty of 
General Services to come back to the committees and submit it? 

Mr. Frorre. After we had ample evidence that that was true. 

Senator Revercoms. Yes. 

Now, your exhibit A with your statement this morning contains 
figures of maximum costs. Are those figures of maximum cost on 
exhibit A what you find the actual costs will be today ? 

Mr. Frorre. These are merely the costs that were authorized 2 
years ago. 

Senator Revercoms. Those are the figures authorized 2 years ago. 
Why has not General Services come back to the committee and sub- 
mitted under this law the actual cost of each project ? 
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Mr. Friorre. We thought we should have some experience on what 
the bids were going to be as being the best evidence we could have. 

Senator Revercoms. But you are not taking bids. 

Mr. Fiorre. We took eight in December. 

Senator Revercoms. Are you yet prepared to submit to Congress 
as of the present time in the immediate future the costs of these par- 
ticular structures ? 

Mr. Fioere. Yes, sir. 

Senator Revercoms. Why has that not been done, Mr. Floete ? 

Mr. Frorre. Well, we have been waiting for these hearings. 

Senator Revercoms. Are you ready to do that now, sir / 

Mr. Frorre. Well, I have before me such a list. I don’t know 
whether it is 

Senator Revercoms. Mr. Chairman, don’t you feel, as I do, that 
the actual costs and new estimates ought to be submitted to this com- 
mittee if we are going to make headway under the present act? 

Senator McNamara. I think that is a good point, and for the record, 
the GSA has come back to the committee in many instances and asked 
for an increase in the limit for a particular project and the committee 
has approved those things. At the last session of Congress we did 
that in many, many instances. 

Senator Revercoms. Mr. Chairman, it does occur to me 

Senator McNamara. There is nothing new in this, this has been 
done by the agencies and by the committees of Congress. 

Senator Revercoms. It does occur to me if we are going to proceed 
in a practical way and retain this law and get the building done under 
the existing law, that we should have promptly the estimates as of 
now, the change to the increased estimates on these buildings, and if 
I may suggest that to the chairman, it seems that that would be so 
important. 

enator McNamara. Well, the Chair probably didn’t make it very 
clear, but that is the going practice now in the relationship between 
the agency and Congress. We did it at the last session and there has 
been no change. They could bring in these figures at any time and we 
certainly we consider them as we have in the past. It requires no 
change to do that. 

Senator Revercoms. It requires no change in the law except it would 
require another action on the part of the committee to approve the 
new figures ? 

Senator McNamara. After action by the submission of the figures 
from the agency, that is correct. 

Senator Revercoms. That is what I am asking be done, that they 
submit them promptly. 

Senator McNamara. All right. 

Senator Revercoms. Now, further, I want to address this question 
to Mr. Floete. 

When Congress, after studying suggestions of this kind, empowered 
under our Government to deal with the spending of the money of the 
people, authorizes General Services to proceed with building, do 
you feel that General Services can come back to Congress and say, 
“we don’t want to do it, it is inflationary”? 

Mr. Fuoerr. Well, that was suggested last week in the hearings 
before the Appropriations Committee. 
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Senator Revercoms. Now, don’t you think that the matter of 
whether it might be inflationary is a matter of Government policy 
that is solely in the hands of the Congress ? 

Mr. Fuoere. I would assume that. Congress had that authority. 

Senator Revercoms. Yes, sir. 

I believe you stated, Mr. Floete, that you had certain suggestions 
for changes in this Public Law 519. Are you prepared to state those 
changes ¢ 

Let me quote your language in your testimony this morning: 


With some modifications in this law, the plan can be made to work. 


Are you ready to make specific recommendations as to changes to 
make Public Law 519 work? 

Mr. Fiore. One specific one is some latitude on the amount of the 
contract. Now, just roughly, our estimates are that the construction 
costs have increased from 10 to 13 percent during the last 2 years. 

Senator Revercoms. That would be taken care of by the submission 
of the new estimate and the approval by the committee, would it not? 

Mr. Fvorre. That is correct. 

Any other suggestion that we would have would go to the method 
of financing, and I think that is a budgetary matter that I would 
rather talk over with the Bureau of the Budget before I would suggest 
it permanently. 

Senator Revercomp. You are not fa sat this morning to submit 
the modifications which you suggested be made to make it work ¢ 

Mr. Fuorerr. There are very few. 

Senator Revercoms. Would you submit those to the committee in 
time’ Your views upon that suggestion as to just what modifications 
are needed / 

Mr. Fiorre. At the committee’s request I would be glad to. 

Senator Revercoms. Could it be requested ¢ 

Senator McNamara. It is so requested at this time, without ob- 
jection. 

(The information requested is as follows:) 

GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., March 18, 1957. 
Hon. DENNIS CHAVEz, 
Chairman, Committee on Public Works, 
United States Senate, Washington, D. C. 

DEAR MR. CHAIRMAN: At the hearing held on February 19 on the status of the 
Public Buildings Purchase Contract Act program before the Subcommittee on 
Public Buildings and Grounds, we were requested to submit for consideration, a 
draft of a bill embodying changes we would propose by way of amendment of 
the Public Buildings Purchase Contract Act of 1954, as amended. Copies of 
the proposed amendatory bill are attached. The justifications for and explana- 
tions of the changes, deletions and additions are set forth below in paragraphs 
lettered to correspond to the lettered paragraphs of the bill. 

(a) The recommended deletion would eliminate language rendered obsolete 
through the passage of time. The substitute proviso would permit the beginning 
of the purchase contract term at the commencement of the construction so that 
the amortization of principal and interest may be commenced on that portion of 
the cost of the improvements as is represented by construction completed to the 
satisfaction of the Government. It is believed that these changes will facilitate 
both temporary and permanent financing since they will provide a means of 


eliminating or reducing short-term borrowing for construction, and of shortening 
the time the long-term investor must wait after making his commitment before 
investing his money and receiving amortization payments with interest. 
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(b) The proviso which limits the aggregate annual amount of payments under 
a purchase contract to 15 percent of the appraised fair market value at the date 
of the contract or the date of completion of construction, depending on whether 
or not the building is in being at the date the contract is entered into, is incon- 
sistent with the basic authority of the act. Congress sets the maximum limit 
of cost for the project by approving estimates thereof recommended by this 
agency and has specified the minimum and maximum number of years over which 
the purchase price may be amortized, at the end of which time title to the prop- 
erty is required by the statute to vest in the United States. Any arbitrary limi- 
tation on the percentage of fair market value which may be amortized annually 
might render the contract impossible of performance. In addition, the large 
majority of the projects involve new constrluction and it is most impracticable, 
if not impossible, to determine in advance and before completion, what the fair 
market value will be upon completion. 

(c) Subsection (e) of section 411 of the act provides that no appropriations 
shall be made for purchase contract projects which have not been approved by 
resolutions adopted by the Committees on Public Works of the Senate and House 
of Representatives, respectively, within 3 years after the date of enactment of 
the act. The act was approved July 22, 1954. Therefore, in order that we may 
proceed with planning for additional urgently needed projects and submit them 
to the committees for approval it is necessary that the act be continued in force 
for an additional period and we have here provided for an extension until the 
end of the fiscal year approximately 3 years beyond the present expiration date. 

(d) Under the method adopted by General Services Administration for im- 
plementation of the program buildings are designed to meet the particular needs 
of the agencies to be housed therein for construction on sites acquired for the 
particular building. Obviously, the site cannot be acquired or preparation of 
the plans and specifications undertaken until after complete approval of projects 
by the Bureau of the Budget and both committees of Congress. Accordingly, the 
maximum cost estimates required by the law to be included in the prospectus 
submitted to obtain such approvals are on the basis of sketch plans. As the 
obtaining of all required approvals, acquiring sites, preparing building plans 
and specifications, and advertising for bids are a time-consuming procedure the 
estimates, for purposes of the prospectuses, must precede by periods ranging 
from 6 to 18 months, the award of construction contracts. The maximum cost 
estimates in the 99 projects already fully approved were based upon costs cur- 
rent at the time the estimates were made. As indicated by the testimony during 
the hearing construction costs increased from 10 to 15 percent before we opened 
construction bids. As a result the maximum cost ceilings set forth in the pro- 
spectuses were inadequate to cover current construction costs. While this prob- 
lem could be alleviated through resubmission of prospectuses, such action would 
further delay getting the projects underway and would appear to burden, un- 
necessarily, the committees. Accordingly, this amendment is proposed to pro- 
vide that the maximum estimates in the prospectuses may be exceeded or shall 
be reduced commensurate with increases or decreases in construction costs 
generally. 

(e) This amendment will substitute, for the certificates of need by the head 
of the using agency, a requirement for a comprehensive plan for providing space 
for all Government employees in the locality of the proposed project. This 
change will lend more flexibility to the problem of allocation of space in the 
project based on conditions prevailing at the time of completion of construction. 

(f) This amendment eliminates the requirement that prospectuses include a 
statement by the Director, Bureau of the Budget, of conformity with the policy 
of the President. 

(gz) Under this amendment agreements with States, counties, municipalities 
or any subdivision thereof for exemption from or reduction in taxes would be 
permissible. 

(h) Testimony adduced at the hearing established the fact that the difficulties 
encountered by contractors in obtaining financing constituted a major deterrent 
to the implementation of the program. Various potential sources of financing 
have indicated a lack of interest due to the fact that the Government’s contractual 
obligation to make the annual payments due is the sole security offered. We 
were advised that a statutory amendment which would pledge the full faith 
and credit of the United States would materially aid market acceptability. The 
proposed provision, based on language contained in sections 10 (e) and (f) of 
the United States Housing Act of 1937, as amended (42 U. S. C. 1410 (e) and 
(f)), is intended to accomplish the objective without making the contracts 
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public debt transactions. The authority granted by this new subsection, of 
eourse, would be subject to the restrictions in the law on total annual payments 
as well as to all of the other requirements thereof. 

(i) New subsection (e) is a technical amendment designed specifically to 
remove questions heretofore raised by counsel for financing institutions as to 
whether the terms “purchase contracts” or “purchase contract” as used in the 
act include any contract or series or group of contracts entered into by the 
Administrator of General Services as necessary to implement and effectuate the 
purposes of the act. 

(j) Counsel for potential investors of pension funds expressed the opinion 
that, in the absence of a court decision or amendatory legislation, it had serious 
doubt as to whether a financing institution, acting as pension trustee, could 
qualify as an assignee under the Assignment of Claims Act of 1940, as amended. 
The question is not absolutely free from doubt even though the Comptroller 
General of the United States, by decision dated October 9, 1956, specifically held 
that the validity of the assignment of the proceeds of a Government contract is 
not impaired by the fact that the indebtedness secured by the assignment repre- 
sents an investment of trust funds, where legal title to, and control of such 
funds are vested in a bank or trust company. Accordingly, new subsection (m) 
has been drafted to eliminate this obstacle and enable participation of additional 
sources of financing. 

In our opinion, the changes proposed in the draft, particularly with respect 
to the funding and financing aspects of the program, would tend to alleviate 
most of the problems we have encountered in our attempt to implement the 
program and as outlined in our testimony at the aforesaid hearing. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this proposed legislation to the Congress. 

Sincerely yours, 
FRANKLIN G. FLOETE, Administrator. 


A BILL To amend the Public Buildings Purchase Contract Act of 1954, as amended 


Be it enacted by the Senate and the House of Representatives of the United 
States of America in Congress assembled, That section 411 of the Public Build- 
ings Act of 1949, as amended (63 Stat. 176), as added by the Act approved July 
22, 1954 (68 Stat. 518), as amended, is hereby amended as follows: 

(a) The proviso at the end of subsection (a) reading “Provided, That prior to 
July 1, 1955, a limitation of not to exceed $5,000,000 is hereby established for 
such purposes.” is hereby deleted and the following added in lieu thereof: “Pro- 
vided, That subject to the foregoing restrictions on total annual payments, any 
such purchase contract may previde for payments at such intervals as the Ad- 
ministrator may deem necessary and, without regard to the foregoing require- 
ment for equal annual payments, for partial payments during construction to 
cover interest on and amortization of the earned portion of the purchase price.” 

(b) The colon after the word “States” in the fifth line of subsection (d) is 
changed to a period and the remainder of the sentence reading, “Provided, 'That 
no such agreement may provide for the payment by the United States in pur- 
suance of the terms thereof of moneys in an aggregate annual amount in excess 
of 15 per centum of the appraised fair market value of the property at the date 
of the purchase contract, or in the case of property where construction shall not 
have been completed at that date in excess of 15 per centum of the fair market 
value at the date of completion of such construction.” is deleted. 

(c) By striking from subsection (e) the words “within three years after the 
date of enactment of this Act” and inserting in lieu thereof “on or before June 
30, 1960". 

(d) By striking item (2) of subsection (e) and inserting in lieu thereof “(2) 
an estimate of the maximum cost of the project: Provided, That the maximum 
cost set forth in any prospectus for any project may be exceeded or shall be 
reduced by an amount equal to the percentage increase or decrease, if any, as 
determined by the Administrator of General Services, in construction costs gen- 
erally dating from the time of transmittal of such project to such committees ;”. 

(e) By striking item (3) of subsection (e) and inserting in lieu the rof *(3) 
a comprehensive plan for providing space for all Government employees in the 
locality of the proposed project, having due regard for suitable space which may 
continue to be available in existing Government-owned buildings and in rented 
buildings ;”’. 
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(f) By striking the word “and” following the semicolon in item (7) of subsec- 
tion (e), by changing such semicolon to a period and by striking item (8) of 
subsection (e). 

(zg) By changing the period at the end of subsection (h) to a colon and adding 
the following: “Provided, That the Administrator of General Services is author- 
ized to enter into agreements with any State, county, municipality, or any sub- 
division thereof providing for reduction in the amount of or for exemption from 
taxes otherwise payable under this subsection.” 

(h) A new subsection (k) to read as follows is added: 

“(k) The faith of the United States is solemnly pledged to the payment 
of all annual payments contracted for under purchase contracts entered 
into pursuant to this section, and there is hereby authorized to be appropri- 
ated in each fiscal year, out of any money in the Treasury not otherwise 
appropriated, the amounts necessary to provide for such annual payments. 
Payments under purchase contracts entered into pursuant to this section 
shall be pledged, if the Administrator of General Services so requires, as 
security for any loans obtained by a contractor to assist in the financing of 
the construction of the projects to which the purchase contracts relate.” 

{i) A new subsection (1) is added to read as follows: 

“(1) Wherever, in this section, the Administrator of General Services is 
authorized to enter into “purchase contracts” or a “purchase contract”, such 
authorization shail be deemed to include any contract or series or group of 
contracts, including but not limited to contracts covering acquisition of 
sites, preparation of plans and specifications, financial arrangements and con- 
struction which the Administrator of General Services deems necessary to 
effectuate any of the purposes of this section.” 

(j) A new subsection (m) is added to read as follows: 

“(m) Notwithstanding the provisions e: the Assignment of Claims Act 
of 1940, as amended (31 U. 8. C. 208, 41 U. S. C. 15) assignments of moneys 
due or to become due from the United state under any purchase contract 
entered into pursuant to the provisions of this section may be assigned to 
any bank, trust company, trust, insurance company, pension fund, other 
financing institution including a Federal lending agency, or any other indi- 
vidual, firm or organization providing the financing in connection with any 
approved project, whether acting as principal or trustee.” 

Senator Revercoms. I believe that is all. 

Senator Kucue.. How many paorerte have the two congressional 
committees approved, Mr. Floete? 

Mr. Fuoete. A total of 99. 

Senator Kucuen. And how many projects are actually under con- 
struction ? 

Mr. Froete. One. 

Senator Kucuen. Where is that located ? 

Mr. Fuoerre. Rock Island, Ill. 

Senator Kucue.. And when was the contract let for it ? 

Mr. Fioete. The latter part of last May. 

Senator McNamara. All right. 

Senator Carrott. Mr. Chairman. 

Senator McNamara. Senator Carroll? 

Senator Carroiyi. I would like to ask a question or two. 

Does this joint agreement not to build because of inflationary pres- 
sures affect all agencies of government. 

Mr. Fuorte. Well, that affects only the GSA as far as I know on 
this particular lease- purchase program. 

Senator Carrot. Well, what I had reference to, GSA has jurisdic- 
tion over, we will say a courthouse. You do not have jurisdiction over 
the building of a post office, the building of post offices, is that right ? 

Mr. Forte. ‘That is right, unless there isa joint occupancy ; without 
joint occupancy the post office takes care of their requirements. 

Senator Carrot. If there is joint occupancy, it comes under GSA. 

Mr. Fioere. That is right. 
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Senator Carrotz. Do you know whether or not there is not joint 
occupancy, whether or not it extends to post offices, this new rule? 

Mr. Fioere. I understand that it does. 

Senator Carro.u. I see. 

Now, coming back again to Denver, as I understand it, even though 
the interest rate would be increased to 5 percent, even though we could 
demonstrate, as Senator Case has suggested that we have a situation 
in Denver where there is unemployment in the building trade under 
the present rule by virtue of this inflationary or antiinflationary direc- 
tive, or agreement, you cannot function under this law at this time. 

Mr. Friorre. Well, sir, in that case, if we had the appropriation for 
sites and planning, we would proceed with that at Denver. At the 
moment we don’t have sufficient money to do so. 

Senator Carrouu. Well, that raises, it seems to me, another question. 
Assuming that you had the money, could you proceed; assuming that 
there would be bidders; I understand on page 7 of your statement that 
you have difficulty getting bidders’ figures. 

Mr. Fiorrr. We can only proceed with the site acquisition and the 
hiring of the architect ; we could not take the next step. 

Senator Carroti. That is my point. You have acquired the site 
and the architect. Let us assume that is out of the way. I am talking 
about the building of the post office or the courthouse, notwithstanding 
the increase of 5 percent interest rate, notwithstanding these economic 
conditions which are peculiar to a particular area, you cannot build 
under this policy today under the act. 

Mr. Froere. No, sir; that is correct. 

Senator McNamara. Mr. Floete, there has been some difference in 
the figures we have been using here. You state in your report that 
99 projects have been approved and our report to the Congress last 
year has a total of 83 post offices and 67 Federal buildings. So that 
makes a total of 150, and the reason for the discrepancy 1s that some 
are strictly post office buildings. 

Mr. F.oere. No; I think the difference is the 31 that were approved 
after Congress had adjourned, the 67 and the 31. 

Senator McNamara. No; they were included in this report to 
Congress. 

Mr. Fuoerr. GSA actually has 99 projects now. 

Senator McNamara. All right, and some of those in part are post 
offices, so the total number including post offices is 150, and that is 
what the committee has before it. 

Senator Casr. Plus 31. 

Senator McNamara. No; I think the 31 were included in this report 
last year. 

Mr. Froere. I don’t know what the post office has. 

Senator McNamara. They are included. 

(Discussion off the record.) 

Senator McNamara. Back on the record, 

Were there any other questions? 

Senator Carroii. Just one other question. 

Senator McNamara. Senator Carroll. 

Senator Carrott, Mr. Floete, in your statement on page 7 you refer 
to the increased demand for money resulting in higher interest rates 
and you say, “Such lack of competition is most, costly to the Govern- 
ment.” That is to say, because of the high interest rates, or the high 
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demand for money, increased demand for money, fewer bids are sub- 
mitted and this results in a lack of competition which is most costly 
to the Government ? 

Mr. Fuioere. Yes, sir. 

Senator Carrott. Have you been able to estimate that? Is that 
what you meant by a padding process, perhaps? 

Mr. Frorre. Well, no; it goes a little further than that, Senator. 
In the first place, under the program I think we don’t have enough 
competition among the investors, and we certainly don’t among the 
contractors, because they don’t know where they can get the money 
to finance this. Many of them say, “Well, I am not going to be bothered 
with this, I will just take another job where I can get the money as 
I do the work.” So the net result is that we don’t get competition, 
in my opinion, either for money or for construction, and so whenever 
you don’t have competition, why it does cost the Government more 
money. 

Senator Carroti. Assuming that you had a normal market, a nor- 
mal situation, what do you think it would be, percentagewise? Have 
you got any idea? 

Mr. Fioerre. Interest rate? 

Senator Carrotn. Yes, not only interest rate, I am talking about 
the actual cost. I would like to know how much we are losing. This 
says the lack of competition is most costly. Now, about how much 
more costly? I think we ought to be interested in that, what is 
happening here and what may happen. 

Mr. Fuoere. It is pretty hard to guess how a contractor will bid 
in any given case. I think—I just know it costs more money when you 
don’t have competition. 

Senator Carroty. Supposing we forgot this law and proceeded 
by direct appropriation. What do you think about that? 

Mr. Froere. You would have more competition. 

Senator Carrott. You would have more competition ? 

Mr. Fiore. Yes, sir. 

Senator Carrotz. And, therefore, less costly to the Government ? 

Mr. Froete. I think that would be the obvious result. 

Senator Kucuet. I agree with you that the history of the Congress 
is all the other way around. They haven’t been in the habit of making 
appropriations. 

The Crarrman. For years you never could build a building by 
getting a direct appropriation, outside of the District of Columbia. 

Senator Kucuer. Mr. Chairman, just so there may be no misunder- 
standing, I think it would be helpful in the data that the General 
Services Administration furnishes us to list all the projects, to 
describe their present status with respect to land acquisition and engi- 
neering contracts, to indicate the amounts of money which have been 
allocated by General Services Administration to any of them pursuant 
to appropriations previously made by Congress, so that we could have 
that picture. 

Mr. Fuioere. Yes, sir, I will be glad to do that. 

Senator Martin. Mr. Chairman, would it be—— 

Senator McNamara. Senator Martin. 

Senator Martin. Would it be improper, Mr. Floete, to furnish 
to this committee what we are paying out in the way of rentals in 
each of the localities where this committee has approved projects‘ 








STATUS 


Mr. Fruorre. No: we have 


AND PROGRESS OF 


that information. 


(The information requested is as follows:) 


GENERAL 


SERVICES ADMINISTRATION 


PUBLIC BUILDINGS PURCHASE CONTRACT PROGRAM 


Approved projects—Rental and other housing costs of agencies to be 


accommodated in proposed projec re eee 14, 1957 


Alabama: 
Camden. .----- 
Livingston ._.....-- 
Arizona: Phoenix... --- 
Arkansas: 
Helena. 
Hot Springs phaghn in ide cumetied 
Battie Recess 1s... lolses cain 
California: 
OE ot Ea ee ee 


SeareamneRee < Js. ...+.....- 
San Francisco 
RE a SS 
Connecticut: Har i re es 
Florida: 
Miami 
Monticello 
Es ci a phekevawesacueeecaiie 
Georgia: 


BED 6 SNF. IF chp wmndiettgiindindiien 


Brunswick 
Milledgeville 
Hawaii: Wailuku 
I}linois: 
UNS Shak die ne ceee till ivil sola. 
> 2, ii ad cthheern amanenemeweuile 
Rock Island. -...-- ih asanieetiekceneecrsinine eae 
Iowa: 
Burlington_ 
| EE EAE 
BN EE AUG cin cdiciacine tin omeringuseis 
Kansas: 
Emporia. . ae 
Kansas City.--.-- 
Leavenworth. .- 
Segan....Jii:. 
Louisiana: 
Jonesboro..-.- --- 
Lafayette. _-.--- 
Lake Charles. _- 
Minden_-_- 
New Orleans. -- 
Maryland: 
Baltimore - - - -- 
Denton. 
Massachusetts: Boston. - 
Minnesota: 
Bemidji.....--- 
Brainerd__._-- 
Minneapolis. - 
Moorhead. . - 
Redwood Falls - -- 
St. Paul... 
Mississippi: 
Biloxi_-- 
Greenville. _--. 
Laurel 
Missouri: 
Marshfield___-. 
Moberly-. 


I ne ee ogc acco sees 


Nebraska: Omaha... .. a wueipibchieaen 
New Hampshire: TINO. nc nashesens 


New Mexico: Albuquerque.-._.......-.--- 
New York: 


BIGCRIGR... «on nncnudidvilén ped vaddadiod 
FOMAGNT Rs). 6 oon cone cons cneocswnsa<ou] 
2 ee ae eee 
New York, U. N. mission............. 


88922—57——_-4 
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Purpose Net square} Annual 

feet 1 cost 
4, 210 $2, 840 
5, 506 1, 940 
140, 308 362, 725 
| 17, 735 17, 367 
| 21, 938 31, 648 
216, 640 360, 179 

Customhouse, Federal office build- 480, 958 763, 418 

ing. 

Courthouse, Federal office building -- 174, 289 303, 721 
hari G0 si: aBbcccddiacscssiewstedecs 630, 513 1, 357, 678 
|. Ot COMNRG UG. 2. cle ccccceecues 39, 930 52, 308 

Federal office building 162, 534 411, 845 
Oi RIG LA an rerroweendwininn 130, 663 389, 460 

Post office, Ri dckiecbaitewowiscinmann 3, 353 2, 150 

Post office, courthouse --.....-.-..- ; 15, 640 24, 562 

Civil defense center. ...............- 221, 092 263, 500 

PUGS CONGR OOS (0S. 2nd cc ccccccecaccds 22, 931 16, 655 

Jl BOACUC LEMNOS: Acicnnscenvedidnm 7, 409 9, 308 
pend Om sca 2 ‘ a 8, 391 5, 298 
Post office, courthouse. -.........--- 12, 700 4, 356 
Pest e@te, eto o 3. .................. 3, 128 2, 360 
shad PLE JHU ho bncaceseonnamenen 25, 536 41, 240 
stabs OB G tc ecatentnnengonnl 17, 570 20, 805 

Post office, courthouse -............. 36. 708 42, 861 

PORE Ms GI i npewannaqewcaduduocs 24, 895 36, 663 

PO Gaal To nciccnccccccne 12, 636 11, 984 

Post office, courthouse ete atsl etl 83, 316 64, 184 

On ni 3 as ncicoledes 19, 201 21, 382 
Post office, ot0. ..... ssi Jaliuisoilal 3, 107 3, 728 
iM ica oc nail loth enw 3, 963 4, 830 

a ay do sessment 13, 567 18, 780 
OGinnian es 18, 802 40, 350 

BO iocien ; , 7,042 8, 518 

Post office, Federal office building -- 365, 822 574, 826 

Federal office building -~.........._- 345, 390 505, 759 

yg 0 Se ere cali 6, 321 7, 652 

Federal office building-~__.-_- bud. 562, 608 994, 575 

Post office, 000... scstcdiul cawusiu 15, 056 19, 965 

.do_.. salle Soe Aheil. wih teak 8, 438 10, 603 
Courthouse, Federal office building - 108, 275 218, 965 
Post office, o00.. .. ....ssuseen-<aadilas 5, 330 8, 364 

OD. nck) 20-sanon dekewess Dete 5, 437 5, 718 

Post office, customhouse..._._.___- 0 0 

| Post office, courthouse. -.........- ; 9, 670 11, 024 

| Post office, courthouse - - -......-.-- 79, 264 27, 700 

| PONE CHRON: COO s oc con cciesvd.- ces 13, 032 15, 710 
AD cawcince cand geitne® 5, 008 2, 545 

| lh aa ae ae Dia ead 9, 706 11, 518 

| Federal office building - ---........ 218, 854 290, 098 

| Recreation center... .......-.....-.-- 319, 963 389, 839 
..| Post office, courthouse - 240, 466 442, 675 

Post office, I eas wih iD 4, 805 6, 420 

Federal office building - -.....--- 157, 862 | 324, 653 
| Courthouse, Federal office building - 280, 824 533, 180 
Post office, courthouse . . 21, 160 29, 502 
| Customhouse, Federal office build- 991, 255 1, 899, 495 

ing. | | 

pO ee ee 43, 698 177, 894 











46 STATUS AND PROGRESS OF LEASE-PURCHASE PROGRAM 


Approved projects—Rentat and other housing costs of agencies to be accommo- 
dated in —, projects—February 14, 1957—Continued 





| 














State and city } Purpose Net square| Annual 
| feet ! cost 
i 
Ohio: 
Cincinnati____- hel a oa Federal office building - - - - : | 411, 645 $967, 216 
ON a Ah dks EDA tel MAE EA Sab 3b 58, 668 151, 460 
Oklahoma: Oklahoma City TERRE SAE RS | Courthouse, Federal office building. 111, 665 220, 964 
Oregon: Portland _----- bs _...| Federal office building-____- : 229, 032 683, 300 
Pennsylvania: | 
eerie soe: . 5. | we office, ete. - | 3, 700 6, 000 
Pittsburgh ------- ; | Federal office building. __-- 383, 783 701, 398 
South Carolina: Manning. i. ca] ee OND ORs 6. Joe sa. sss. a 6, 852 | 3, 042 
South Dakota: Sisseton.__----- eA UEE alas aepetenk banning yoy 8, 608 | 8, 627 
Tennessee: 
Carthage - - - --- ; Sib eons na Seine ell apie tbod been pa pas tnt 2, 490 1, 416 
Kingsport-- ------ ie butionosdiass.t caced 10, 735 15, 780 
Lafayette - b JED uk bddc cbt deweeds sé a3 3, 375 | 2, 160 
Smithville -__-- Shs SB pO Lop one mune 3, 792 | 4, 296 
Texas: | 
Dallas. _-- ..| Courthouse, Federal office building- 506, 941 703, 592 
Daingerfield _- dias alee ‘ | Post office, ete. - . -- : 3, 639 2, 868 
Gainesville - - - -- $vchcsdaidtty sq do_. ‘ ; | 6, 730 | 9, 560 
Houston- -..----- ‘ ail Courthouse, Federal office building. 186, 508 347, 229 
McKinney.-_- aa -| Post office, ete_--_. | 10, 845 10, 414 
Orange... -- oes i emia nenks i ; 6, 165 9, 680 
San Marcos__-. dna ipcmpmamiiriaiagibialins ain sR y.t 5, 583 8, 612 
Teese) Mies st. i noe SUH oa 6, 055 11, 061 
Victoria_.__--.. _...-| Post office, courthouse. -- 13, 537 | 19, 806 
Utah: Salt Lake City __ : --| Federal office building - -- 123, 782 | 180, 231 
Vermont: Burlington. .....-..----.---| Post office, courthouse - - - 59, 935 | 97, 909 
Virginia: j | { 
Abingdon_- | Post office, courthouse 9, 603 | 0 
Franconia -- - _...; Federal Supply Service warehouse 1, 250,880 | 1,191, 250 
Portsmouth____- a ......| Post office, etc 53, 837 66, 754 
Richmond_. ------| Federal office building 202, 942 382, 746 
Waynesboro _- : ..| Post office, ete... _-- 5, 059 9, 802 
West Virginia: | | 
Charleston ___- | Courthouse, Federal office building--| 45, 137 80, 231 
Huntington_-__. ..| Federal office building -- 101, 290 174, 401 
Martinsburg. -- = Post office, courthouse 16, 788 23, 316 
Mount Hope _..| Mines... 9, 768 7; 289 
Parkersburg __------- ..| Courthouse, Federal office building --| 58, 795 89, 607 
Ronceverte. - - _- ; ..| Post office, etc wasp 2, 500 2, 160 
Wisconsin: Green Bay-____- St ee RE Ni: a 30, 126 | 40, 832 
Washington, D. C.: 
Geological Survey _- | Headquarters PUNIOS Tee 
ne area Federal office building Federal office building 509, 000 509, 000 
No. 5 | | 
Southwest area Federal office building | 00: 2 al 441, 000 441, 000 
No. 6. | 
Federal office building No. 8 (Health, .do : ne 196, 455 208, 077 
Education, and Welfare). | | 
Federal office building No. 9 (Civil | do__- ieeeticedl 412, 000 479, 565 
Service Commission). j | 
Federal office building No. 10_- jadi... . fiat $41, 261 841, 261 
PENDING PROJECTS | 
(a) Project approved by Bureau of the do : 496, 200 2 496, 200 


Budget and both congressional 
Public Works Committees but sub- 
ject to reconsideration in light of 
proviso added by Senate and House 
Public Works Committees requir- | | 
ing that building accommodate all 
necessary facilities for the Court of | } 
Claims: Washington, D. C., area: 
Federal office building No. 7. | 

(6b) Project approved by Bureau of the | Headquarters, site and building | 556, 468 | 706, 559 
Budget and the House Public 
Works Committee but still pending 
before Senate Public Works Com- 
mittee: Washington, D. C., area: 
National Meteorological;Center and 
Coast and Geodetic Survey. 





Grand total (99 projects) 3 ; wa one 13, 697, 624 | 19, 783, 08 
| 


! Includes Government-owned and rented space, and free space in varying amounts. 
2 Actual expenditures for minimum maintenance, but does not reflect cost of normal building repairs 
which would have been incurred if funds were available. 
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Senator Martin. You know this high rental that we are paying 
out over the Nation is also inflationary. 

Senator McNamara. That is right. We have the inflationary 
pressures whether we build or continue to pay the rent, and the con- 
stantly increasing rents; we have the inflationary proposition and we 
are not getting away from it. We are just kidding ourselves. 

Well, if there are no further questions, we are going to thank you 
for your appearance here and your cooperation, and we will ask the 
Assistant Postmaster, who is scheduled to come this afternoon at 
2 o’clock, if that suits the committee. 

At 2 o’clock we will resume hearings. 

The meeting is adjourned. 

(Thereupon, at 12:05 p. m., the meeting was adjourned, to reconvene 
at 2 p. m., this day.) 

AFTERNOON SESSION 


Senator McNamara. We will resume the hearings with Mr. Kieb, 
Assistant Postmaster General, representing Arthur Summerfield. 

Mr. Kies. Mr. Chairman, I would like to introduce to you Mr. Bar- 
nard, who is the Deputy Assistant Postmaster General, and Mr. 
Thomas, who is the Director, Division of Real Estate of the Post 
Office Department. 

Senator McNamara. We are glad to have you here. 

We will ask you to proceed in your own manner, and I see you have 
a prepared statement if you wish to read it. 

Mr. Kies. I would like to complete it if I may, sir, before questions, 
because I think we will give you the answers. 

Senator McNamara. Well, I am sure we will get an agreement on 
that. We can make notes if we want to come lack to any part of it. 

You go right ahead then. 


STATEMENT BY ORMONDE A. KIEB, ASSISTANT POSTMASTER GEN- 
ERAL, BUREAU OF FACILITIES, POST OFFICE DEPARTMENT, 
ACCOMPANIED BY ROLLIN D. BARNARD, DEPUTY ASSISTANT 
POSTMASTER GENERAL; AND IRVING W. THOMAS, DIRECTOR, 
DIVISION OF REAL ESTATE, POST OFFICE DEPARTMENT 


Mr. Kies. Mr. Chairman and members of the committee; your com- 
mittee has asked the Postmaster General or his representative to fur- 
nish you with information regarding the application of title II, Public 
Law 519, 83d Congress, known as the Post Office Department Property 
Act of 1954. 

The Postmaster General has directed me to represent him for this 
purpose. 

I have prepared this statement, which I would like to read com- 
pletely if it meets with your approval, as I feel it will supply you with 
the information you requested and perhaps answer many of your 
questions. 

In your letter to the Postmaster General, requesting that we be 
prepared to present testimony and discuss the status of this program, 
progress of operations and procedures, and more particularly the vari- 
ous problems in connection therewith, you requested that specifically 
we discuss: (1) status of planning, (2) progress on construction, (3) 
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availability of architects and engineers, (4) availability of contractors 
and labor, (®) number of bidders, (6) availability of investors’ funds, 
and (7) problems of the administration of the present law. 

In order for all of us to better understand this report of the Post 
Office Department to the committee I would first like to give some 
background. 

The Post Office Department Property Act, title II of. Public Law 
519, was enacted into ion in the early summer of 1954. The law itself 
sets up its purpose and I quote from the law: 

Sxo. 201. It is the purpose of this title to supplement existing provisions of baw 
for the leasing of space for postal purposes by providing authorization for the 
acquisition by the Postmaster General of such space through the execution of 
lease-purchase and other agreements under which the United States will obtein 
immediately use of such space and will make periodic payments, and in the case of 
lease-purchase agreements will obtain title to the property described therein. 
It is not the intention of the Congress that the program authorized by Section 202% 
of this title shall constitute a substitute for or a replacement of any program for 
the construction by the United States of such structures as may be required from 
time to time by the postal service. 

End of section 210. The italic has been added. 

Section 203 of the act provided additional authority to the Postmas- 
ter General applying only to the Department’s straight leasing pro- 
gram and has been most helpful and effective, but I do not believe fur- 
ther discussion of that section is indicated in your request. Sections 
204, 205, 206, 207, 208, 209, and 210 were supplementary in character 
spelling out in some detail the procedures authorized. 

Section 202 contains the basic lease-purchase provisions. 

In reviewing section 201, Purpose, and in reviewing the committees 
and conference reports, it seemed clear that the lease-purchase tech- 
nique was merely a supplement to the leasing program—a buy-out-of- 
rent technique and not a public building construction program, nor a 
substitute therefor. In theory it provided a means by which rent 
dollars which would have to be spent to rent or lease necessary pri- 
vately owned building space for postal purposes could be used—under 
certain advantageous circumstances—not only to provide for the im- 
mediate use of such space, but actually to purchase the space over the 
period of occupancy with the rental dollars applied to the purchase 
price. 

The law further provides in section 202 (g) 4 that with each submis- 
sion the Postmaster Genera] shall transmit: 

A statement * * * that suitable space owned by the Government is not avail- 
able and that suitable rental space is not available at a price commensurate with 
that to be afforded through the contract proposed ; 

The quotations clearly indicate that the intent of the law was not to 
mount a huge public building program, as such, for the purpose of 
construction alone and clearly establishes the lease-purchase technique 
as one to be used as a supplement—selectively and only where it can be 
justified as “buying-out-of-rent” in the best interests of Government 
and the public. . 

With these controlling purposes clearly established by the Congress 
the Department issued a statement of policy outlining its method of 
procedure under this section of the law on August 4, 1954, and not only 
sent a copy to the office of the committees and to each Member of Con- 
gress, but also gave it circulation to the press, the public, its own staff, 
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and other agencies. Permit me to quote from that statement inviting 
your attention to certain italicized sections. 

It was titled “Lease-Purchase—Post Office Department Policy,” 
dated August 4, 1954. 


The Department has received many inquiries as to how lease-purchase will be 
put to work immediately. As stated in the bill, it is not a substitute for a Federal 
public works building program but is designed as an additional modern tool to 
assist the Post Office Department and the General Services Administration to 
obtain urgently needed space to house Government Agency activities. The 
folllowing policy is submitted to aid you and your staff: 

Public Law 519. (Lease-Purchase) permits the Department to commit $3 million 
of rental funds for lease-purchase projects during the fiscal year 1955. 

The Post Office Department will use Public Law 519 during fiscal year 1955 
principally as follows: 

(1) The Department will consider first those cities or towns in which is located 
unimproved Government-owned real estate which was acquired for post-office use. 

(2), To determine which cities or towns shall be given priority the Depart- 
ment will be guided by— 

(@) Most urgent need for space and modern facilities. 

(0) Terminating date of leases on present postal facilities in order to 
avoid duplicate rental payments. 

(c) The available site remains suitable and adequate for postal use. 

The Appropriations Committee will determine how much of the funds appro- 
priated for the payment of rents may be obligated for proposed projects under 
Public Law 519, in each fiscal year after fiscal year 1955. 

House Document 212 of the 83d Congress (the current list is H. Doc. 224 of 
the 84th Cong.) is a very long list of those cities and towns which have been 
declared “eligible” for a Government-owned and Government-constructed build- 
ing. It is issued for the information and guidance of the Congress should it 
reactivate a Federal building program, through the appropriation of construc- 
tion funds. There are no funds appropriated under Public Law 519. There is, 
therefore, no direct relationship between the so-called “eligible” list (H. Doc. 
212) and Public Law 519. 

When a post-office project has been approved by the Bureau of the Budget and 
the congressional committees, plans and specifications for the building will be 
prepared. All prospective bidders, reached by public advertisement, direct mail, 
ete., will be furnished a complete package including these plans and specifica- 
tions, a copy of the proposed lease-purchase contract, surveys, topographical 
survey, bidding procedures, and requirements, in order that all bidders will be 
competing on a like basis. 

The contract to be awarded will provide for all financing, construction, etc., 
to be handled through private enterprise. The post office will occupy the premises 
during the purchase-contract term with title to vest in the Government at the 
end of the term. 


This is the end of quotations from our August 4, 1954, statement. 
The Department has consistently adhered to this policy and procedure. 

With respect to the status of our planning: At that time six of 
the projects were quickly estimated, submitted and the estimates and 
justifications approved by the 2d session of the 83d Congress. 

However, the lease-purchase technique was practically unknown 
in the real-estate field and certainly new to Government. It was 
necessary to develop the procedures and to prepare legal documents 
in proper form and have them approved or tested by other Govern- 
ment agencies as their function were affected. 

We went to the Department of Labor—to conform with the labor 
provisions of the law—to the Bureau of the Budget—to coordinate 
procedures because they were required to approve submission esti- 
mates, certify as to administration policy, and at the time, they were 
required to approve the final contract—to the Comptroller General, 
to check against. the legality of expenditure of public funds for each 
of the outside services required; to the Bureau of Internal Revenue, 
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to determine income-tax treatment of investors; and to the General 
Services Administration, as cooperation between agencies, to avoid 
duplication and to clear any possible conflicts. 

We went to private enterprise to develop market acceptability of 
financing, construction, bostink, and architectural, and engineering 
services, as well as to our own legal and operating staffs. 

A total of seven new contract and agreement forms had to be 
developed, prepared, and integrated with appropriate existing stand- 
ard forms and then cleared with all of the foregoing. The new lease- 
purchase agreement form is 8 pages long; the bid and performance 
bond is 3 pages; the ground lease is 16 pages; the agreement to build, 
lease, and convey is 2 pages. The architectural and engineering 
contract is 11 pages; the letter of transmittal is 1 page; and the 
advertisement to bid is 3 pages. 

In addition, standard instructions had to be prepared and formal- 
ized before we could proceed. This time-consuming monumental 
task, involving many interagency and interdepartmental confer- 
ences, was completed in February 1956, and then published for public 
information. Subsequently two further changes had to be made. 

In the meantime, other projects were being studied and where 
economically justified were submitted with the necessary subsequent 
conferences and hearings on each project with each of the approving 
bodies. This requirement is typical of the very complex series of 
checks and balances in the law which further complicate procedures 
and slow down the process. The procedures lack a quality of flexibil- 
ity and require an impractical length of time between preliminary esti- 
mates and advertising for bids. All of the original 6 plus 17 other 
approved projects had to be resubmitted, because in the meantime 
construction cost levels had moved above the estimates, with rehear- 
ings on each with each approving body. 


SUMMARY OF OUR PROJECTS TO DATE 


Before projects are submitted to approving bodies they are checked 
by the Department first against the required criteria in the law includ- 
ing comparison with current rentals, then against the policy statement 
of August 4, 1954. Projects must meet all of these criteria before 
submission. 

Number of projects and justifications approved by all three neces- 
sary approving bodies during: 

1954, 2d session, 83d Congress: Original submissions, 6. 

1955, 1st session, 84th Congress: Original submissions, 21. 

1956, 2d session, 84th Congress: Original submissions, 21; resub- 
missions, 23. 

To date in 1957, 1st session, 85th Congress: None have been sub- 
mitted. 

The total submissions, including resubmissions, 71; the total ap- 
proved projects, 48; these approved projects total about 1.4 million 
square feet of space; the total approved estimated maximum construc- 
tion cost is just over $24 million; and the annual cost in lieu of rent 
is about $2.1 million. The projects are located in 48 cities in 22 States. 

Three projects approved in 1955 were resubmitted due to increased 
costs and not approved for the increases. 
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One additional project was approved by the Department, Budget, 
and Senate but not approved by the House. 

Altogether, these projects involved 75 submissions or resubmissions. 

Twenty-eight architectural and engineering contracts have been let 
of which 12 have been completed except for supervision of construc- 
tion, up to the advertising stage. 

Of the 12 projects on whidh plans and specifications have been com- 
pleted, 1 has been awarded, 2 are ready for advertising, 3 are being 
advertised and 6 are awaiting readvertising. 

The 20 remaining approved projects on which architectural and 
engineering contracts have not been let are being developed by the 
Department, with necessary preliminary work. The architectural and 
engineering contracts will be let within budgetary limitations. 

ith respect to progress on construction, the one lease-purchase 
contract recently awarded has not progressed to the construction stage ; 
however, it is expected that this post office will be completed before the 
first of next year. 

As to the availability of architects and engineers, the Department 
has experienced no scarcity of qualified architects and engineers for 
this work at reasonable fees. 

As to the availability of contractors and labor, the Post Office 
Department does not solicit separate construction bids. It prepares 
and offers a complete private-enterprise-bidders package as a unit 
which includes construction, financing, and ownership. 

As to the number of bidders, I make a note here: Bids to qualify 
must meet the criteria of approved purchase price, rentals, etc. 

Of the 48 aproved projects, one has been awarded, St. Marys, Ohio. 
Three are now being advertised the first time for bids due March 15, 
1957, in W. Memphis, Ark.; Madison, Tenn.; and Newkirk, Okla. 

The record of advertisements and bidders follow : 

Scranton Pa.: Bid twice. First time, one bid. Not qualified with- 
in the required criteria; second time, three bids. None qualified 
with the required criteria. 

Ontonagon, Mich.: Bid once. No bids. 

St. Marys, Ohio: Bid twice. First time, two bids. None quali- 
fied within the required criteria; second time, two bids and the con- 
tract awarded February 12, 1957. 

Oxford, Pa.: Bid twice. First time, three bids. None qualified 
within the required criteria; second time, three bids. None qualified 
within the required criteria. 

Point Pleasant, N. J.: Bid twice. First time, three bids. None 
qualified within the required criteria; second time, no bids. 

Garland, Tex.: Bid once, one bid. Not qualified within the re- 
quired criteria. 

Grand Prairie, Tex.: Bid once, two bids. None qualified within 
the required criteria. 

In summary we have offered 10 peogeet to the market in 14 ad- 
vertisements receiving a total of 20 bids of which 1 qualified; 2 ad- 


vertisements received no bids; and 3 projects are now being advertised. 

There has been a scarcity of knowledgeable competent bidders. 
We have had many applicants for bidders packages during advertis- 
ing. This indicates an apparent necessity for more thorough educa- 
tion in the lease-purchase method in the competitive market. 
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As to the availability of investors’ funds, you have asked our opinion 
regarding the availability of investor’s funds. Because of our meth- 
od of bidding a complete package, we do not receive separate financing 
bids. However, I feel that there are funds in the market for the 
Post Office department lease-purchase projects. Our lease-purchase 
operation has been patterned after the successful straight-leasing 
operation of the Department for which there is no apparent scarcity 
of funds nor competitive bidders. There is, apparently, a need to 
further explain the investment quality of lease-purchase to local 
potential lenders. At the moment the new and complicated lease- 
purchase procedures have not encouraged small investors to become 
interested while lease-purchase investments are in competition for 
financial support with many well understood, traditional and more 
lucrative investment opportunities. The involved procedures re- 
quired by the act and the lack of understanding of the application of 
the technique, have accented the need for education which time alone 
can provide. 

There are only three Post Office Department projects, exceeding 
half a million dollars—none of these are yet ready for bid. The 
smaller projects, averaging $170,000 each, spread around the country 
geographically, do not attract the highly skilled, knowledgeable large 
investors and bidders. It will take several successful bids and more 
time to educate the smaller scattered investors in such an uncommon, 
new and different technique in the real-estate investment field. 

With respect to the problems of the administration of the present 
law, the Post Office Department has relied upon its straight leasing 
program to provide the flexibility it requires in obtaining space neces- 
sary for postal needs. It is an effective, economical, time-proved and 
well understood method. The lease-purchase technique because of 
its new and complicated machinery and rigidity, together with the 
risk of generating higher annual costs than under leases—although 
advantageous under certain circumstances and offering a desirable 
choice of methods—must be used only under highly selective circum- 
stances. Representing the Department, I have testified several times 
before congressional committees pointing out that it was never antici- 
pated that a huge building program nor a large number of projects 
would result from the use of lease-purchase. 

The Post Office Department is unique among space-using Govern- 
ment agencies because it renders service in every city, town, and ham- 
let of the United States and its Territories. The geographic spread 
and the type of space it needs are different from ake agencies. The 
volume of mail service grows with the population and the business 
economy and new locations are required with suburban sprawl. These 
factors have been constantly changing and will continue to make con- 
stant changes and adjustment in our needs for service space. Neither 
Government-owned buildings nor lease-purchase buildings provide 
the Department with the desirable flexibility of a basic lease followed 
by a series of shorter renewal options. 

Most of the 3,300 Federal buildings in which the Department op- 
erates are obsolete, congested, and inefficient for the modern handling 
of mails. Some of these buildings are now only 15 to 20 years old 
and many of them are today inadequate to our needs. A lease-pur- 
chase building could in 25 years, when the Government takes title, 
be just as inefficient to the then postal methods or as poorly situated 
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for service as many of the present 25-year-old Federal buildings are 
today. This is one more reason why ‘lease-purchase should be used 
in highly selective circumstances and with careful planning. 

Some of the factors which have made the administration of the 
present law difficult are: 

(a) The designing of the basic documents has taken a great deal 
of time, delaying the impact of the process on the open market. 

(6) The time is too long between the first estimates made for a 
proper for submission to the approving bodies and advertising for 

ids. 

(c) The market, to be competitive, needs much more understanding 
and education. This is a slow process. 

(7) The three financial criteria established for lease-purchase qual- 
ification of an estimated maximum purchase price, interest rate, and 
annual cost in lieu of rent is unrealistic. If the basic test for qualifi- 
cation followed the concept of a buy-out-of-rent procedure the only 
criterion which should be applied is the annual out-of-pocket lease- 
purchase payments as compared with what the Government would 
have to pay when it rented comparable space anyway, without the 
advantage of eventual ownership. 

l Indoubtedly other problems of administering this law will present 
themselves as the program dev elops further, particularly through con- 
struction. Bids from the first project were due in midsummer of 1956. 
It took 2 years for preparation and planning to reach this step. It 
required an additional 6144 months to get the first bid meeting the 3 
financial criteria. There has not. been sufficient time to completely 
evaluate the method nor to isolate all the major problems. 

I would be pleased to answer any questions. 

Senator McNamara. I think that is a very fine statement of your 
position. I would like a little clarification on just one or two points. 

You say that you used this program and you think it was intended 
to be rather supplementary y to the previous method ? 

Mr. Kreps. That is the way we interpreted the law. 

Senator McNamara. So, have you built any buildings during the 
life of this program other than through lease-purchase ? i 

Mr. Kies. Oh, yes. 

Senator McNamara. How did you build them ? 

Mr. Kies. We built them under somewhat similar procedure with a 
straight lease program where the Department leases the building and 
the space for a period of time. 

Senator McNamara. Then do you ultimately take title to them? 

Mr. Kies. No. 

Senator McNamara. Well then, somebody else builds them, some- 
body else owns them, and you lease them. That is your traditional 
lease policy, you actually haven’t built any Government-owned build- 
ings? 

Mr. Kies. No; we have not as a department constructed them. 

Senator McNamara. I was trying to clarify your statement. 

Mr. Kres. We have had them built for us, for lease; we designed 
them, laid them out, optioned the land. 

Senator McNamara. In other words, that is just your straight 
leasing policy ? 

Mr. Kies. Yes, sir. 

Senator McNamara. That clears up the point. 
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Gentlemen, do you have any comments or questions at this point? 

Senator Martin. On page 14 you say there are some of the factors 
which have made the administration of the present law difficult. Did 
you know of those things when this law was enacted ? 

Mr. Kreps. Yes. 

Senator Martin. Well, why wasn’t that called to the attention 
of the committee so that the law might have been enacted so that it 
could be properly administered ? 

Mr, Kies. I think, if I recall correctly, Senator—I think it was, and 
if I recall correctly—some of these changes to give us the three financial 
criteria were made on the floor of the Senate, and we did call the 
attention to the conference with respect to it. 

Senator Martin. The matter of budget approval was put in on the 
floor of the Senate, but these matters to which you refer here I do not 
recall of anything being put in by committee action or by floor action 
which would cause the matters that you have related here to make it 
impractical of administration. 

Mr. Kies. Well, it is difficult of administration. As TI recall it, and 
T would have to go to the record to check it, and I must quote only 
from my memory, but as I recall it, there were, I think it was done 
on the floor of the Senate. 

Senator McNamara. To be specific, how about this section B? You 
say at the time it is too long between the first estimate made by a 
project for submission to the approving body : and advertising for bids. 

My experience here has been only for the past 2 years. I have 

experienced no delay on the part of the Senate. Is this a complaint 
against the ¢ ‘ongress ? 

Mr. Kies. No; if it is a complaint, sir, it is an observation and it 
is not a complaint against anyone. 

Senator McNamara. Well then, is the observation directed to Con- 
gr ess ? 

Mr. Kree. No; I think it is directed to procedures that are required 
under the law. I don’t think that 

Senator McNamara. Procedures that have been set up by the admin- 
istrative agencies under the law, is that what you are saying ? 

Mr. Kier. No; they are required by the law. The law requires us 
to prepare an estimate on a project, and the project is studied and we 
come up with an estimate. That is then submitted to the Bureau of 
the Budget, and in turn, when approved by them, is submitted to both 
Houses, the Public Works Committee. T hey approve those estimates 
and set up in effect certain criteria. 

Now, when it is put out for open bid we must meet that criteria 
as a maximum. 

Senator McNamara. This is your criteria ? 

Mr. Kren. No; it is set up in the law. 

Senator McNamara. The law sets up the procedure, but not the 
criteria, that is bothering you, is that right? 

Mr. Kres. When the projects are approved, the approved project 

sets up an estimated maximum purchase price, an approved interest 
rate—— 

Senator McNamara. That you submit to Congress, you compile and 
submit to Congress, this is your problem. 

Mr. Kies. That is right, but once it is approved— 

Senator McNamara. You are stuck with it. 














68 STATUS AND PROGRESS OF LEASE-PURCHASE PROGRAM 


Mr. Kies. Then it is a controlling factor. We have had to resub- 
mit, as I pointed out to you, some 21 to 23, or others and the committee 
acted on them. I mean the committee didn’t hold them up, don’t 
misunderstand me. 

Senator McNamara. Anybody could construe that they were held 
up, they were acted on promptly as I recall it. 

Mr. Kies. Let me make it clear for the record. This is not a criti- 
cism of the action of this committee, because this committee has been 
very cooperative in getting the submissions cleared as rapidly as they 
can. 

Senator Martin. Mr. Chairman, might I, on 

Senator McNamara. Can we just 

Senator Martin. I am sorry, I thought you were through. 

Senator McNamara. Can we just go back to the language, it says, 
“some of the factors which made the administration of the present law 
difficult.” 

Mr. Kies. That is right. 

Senator McNamara. You can say it is not a criticism, but it really 
is. You say it is difficult to operate because of these reasons. Now 
we can call it a criticism or an observation, but it is the same thing. 
It is just a play on words. 

Mr. Kies. It isnot meant to be critical. 

Senator McNamara. All right, gentlemen, you go ahead. 

Senator Martin. Take paragraph C on page 14: 








The market to be competitive needs much more understanding and education, 
this is a slow process. 

Well, that is probably true in everything in competitive enterprise, 
but I call your attention to what you state there on page 8. If I was 
a bidder I am afraid I would be very much alarmed when it said the 
new lease-purchase agreement form is 8 pages long, the bid and per- 
formance bond is 3 pages, the ground lease is 16 pages, the agreement 
to build, lease, and convey is 2 pages, the architectural and engineer- 
ing contract is 11 pages, the letter of transmittal is 1 page, and the 
advertisement to bid is 3 pages. 

Now, it would seem to me that from an educational standpoint 
that that is a pretty difficult thing to wade through. 

Now, I used to make my living years ago practicing law and one 
of the things that worried a lawyer enormously were complicated 
agreements, and so on and so forth, and it looks to me that this is 
long and complicated. Isn’t that true? 

Mr. Kres. I quite concur. 

Senator McNamara. And probably long and complicated because 
lawyers drew it up. Is that a fair observation? [Laughter.] 

Senator Martin. It is probably the lawyers and accountants and 
others, and what we had hoped that this would be a very easy thing 
to understand and we had hoped that out in our small communities that 
there would be combinations where they would erect buildings at a 
reasonable return to the investor and then at the end of about 25 years 
the United States would own that building. 

Now, in private enterprise that is a good sensible way to proceed, 
and what some of us had hoped was that the same would apply to 
the United States Government. 
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Then in the larger projects it would be necessary, probably, to go 
to the big insurance companies and the dominant funds and so on that 
they w ould have, because there is a great number that want safe in- 

vestments, and these could be made safe because it would be a lease 
there for a certain length of time. It is one of the most desirable 
methods, and that is what we had in mind when this legislation was 
enacted. 

Now I am really very much concerned when you come up here with 
these things that you feel that it can’t be administered. 

Mr. Kes. Well, I feel, Senator, that we are making headway in 
this process of education. I regr et that these documents had to be so 
long, certainly if I had—I am not an attorney nor a lawyer, nor would 
I attempt to tell a qualified attorney how these should be drawn; they 
have drawn them. I don’t think we will have so much difficulty with 

the larger projects because I feel that there we are dealing with 
people who are accustomed to these kinds of instruments, but where 
you are dealing with smaller ones as we are in post offices that are 
scattered over a broad geographical area a great deal of education is 
necessary. 

Senator Martin. When we were enacting this law we discussed it 
quite at length. I will admit that I was very doubtful about the 
propriety ; I felt that probably we ought to make direct appropriations 
and then bids for construction, but 1t did seem to us that you could 
go to a small community and get the chamber of commerce interested 
and get some contractors inter rested, and some foundation with some 
ready money, and there would be a combination, a package. That is 
what we had in mind. 

Mr. Kies. That is beginning to happen, sir. But it is the result of a 
lot of hard work. 

Senator Martin. Well, of course, anything takes a lot of hard work. 
Ours is a tough form of government. Old Dr. Franklin was cer tainly 
so right when he answered the question, what kind of a form of gov- 
ernment are you giving us? He said, “A republic if you can keep. it.” 
Now a republic is a tough form of. government, but it is the right 
kind and our people here in America are willing to take chances. They 
are intelligent, they want progress, and we have found that you can 
gointoa community. 

Now, I will admit that the larger projects, you will probably have 
to go to insurance companies and endowment ‘funds and things of that, 

character. 

Mr. Kies. I am personally confident that with the larger projects 
we will get more of a competitive response, because people will under- 
stand the tool and understand how to use it. As it is now in the 
smaller communities, they are not accustomed to this type of paper, 
this type of credit, this type of a procedure, and you have to take these 
people and lead them through it step by step to show them how it 
works. 

Senator McNamara. We are glad to have Senator Revercomb here, 
and I think he might have some questions or comment on this point. 
He was previously chairman of the committee, I might point out. 

Senator Revercoms. Thank you, sir. 

I gather from your statement here that you don’t think much of this 
method of getting a post-office building ? 








70 


Mr. Kies. I think it can be used, Senator, under certain circum- 
stances advantageously. To illustrate that, let me point out to you 

Senator Revercoms. Go right ahead. 

Mr. Kies. We own around the country about 200 sites that have been 
purchased for the use of the Post Office Department. There is no 
other means by which we can develop those sites. In the meantime, 
we have rented space in these towns, many of them have grown. Now, 
this is a means, even though it is complicated and even though it is 
difficult, this is the only means we have of getting a modern building 
to meet our needs under those circumstances. 

Senator Revercomp. I believe you have stated that you have pro- 
ceeded, ever since this law has been in force and prior to it, to get 
post-office buildings by agreements with persons to build the structure 
and then you lease it? 

Mr. Kies. That is correct, sir. 

Senator Revercoms. You even draw the plans for those buildings 
that an individual or a company may build and lease to you. 

Mr. Kies. Under the section 203 of this act we have the authority 
to do that. 

Senator Revercoms. Now, really the only difference between the 
simple plan as you may refer to it and this one under Public Law 519, 
is the fact and substance that hereafter a length of time the Govern- 
ment owns the building, it is a lease- purchase arrangement whereby 
the money that you pay amortizes the loan and the property becomes 
the Government’s; that is the only substantial difference ? 

Mr. Kies. That is correct, sir. 

Senator Revercoms, Now, why would that little difference make it 
such a complicated thmg? 

I want to say before you answer that question that I for years 
referred to my friend over here, a member of the bar and a wise and 
able one; I don’t know when I ever differed with him, as a matter of 
fact, but I do differ when he talks about lawyers wanting complicated 
papers. I have worked for simplicity in them very “much and it 
seems to me that the complication here arises very much in the minds, 
if I may say so, in the minds of the Department. 

What is the difference? What is the great complication that is 
caused by the outright lease whereby the Government, after it has 
paid over some years, owns nothing and the present plan of where you 
go and ask the person to build the property, the structure, you pay the 
money as rent, and the Government owns the property ? 

Now it seems to me that there isn’t a difference that should cause 
great complication. 

Mr. Kies. Let me assure you, sir, that the Department hasn’t tried 
to make this difficult. 

Senator Revercoms. You don’t like the plan very much, do you? 

Mr. Kes. We find it a complex one to work with. 

Senator Rrevercoms. Yes, sir; you prefer the other plan; do you not? 

Mr. Kres. Because it is simpler, easier, gets the job done faster, 
develops good buildings that the communities are proud of, and gives 
us the space that the postal department needs, at a lower cost. 

Senator Revercoms, Why would you get a structure faster? 

Mr. Kies. Because when Government ow nership is involved it is 
necessarily—our lawyers tell us and the lawyers of the other agencies— 
to have these complicated legal contract forms, in one case. In the 
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other case where the Government is coming into eventual ownership 
we must use a far higher quality specification for a building where the 
Government takes over maintenance and is responsible for the main- 
tenance of that building and the eventual ownership than we do under 
a lease building where the maintenance is the problem of the owner 
from the very beginning. 

Senator Revercoms. You have stated that very simply and I see 
the difference, but does that difficulty make a great complication ? 

Mr. Kren. I think that it requires us, as prudent procurement. offi- 
cers, under the law, to be certain that that building has higher stand- 
ards of qualific ation where we are responsible for maintenance. 

Senator Revercoms. Quite so, sir. It requires a prudence in the 
construction of the building. The leasing, though, under the other 
plan requires a prudence to see that you do not overpay in rent? 

Mr. Kren. That is correct. 

Senator Revercoms. Now, it is difficult for me to understand why 
this plan, a little different, should cause such great complications, and 
if I may add, some dislike on the part of the Department. 

Mr. Kreps. Well, there is no dislike, sir. We are glad to have a 
means of ac complishing the development of a building on a site that 
we couldn’t otherwise develop and we are glad to have a means for the 
Government to come into ownership. But the machinery that we have 


to go through—— 


Senator Revercoms. You have two methods here of the lease that 
you can use, simultaneously. You are using the simple construction 
and lease plan right now while this law is in force, but you haven’t 
used this 519 very “much. 

Mr. Kier. Well, we have used it once, in Ohio, where we have finally 
been able to bring about the construction of a building on a Govern- 
ment-owned site that has been lying there idle for 28 years. 

Senator Revercoms. One case. 

Mr. Kies. We believe there are more that can be done. 

Senator Revercoms. Well now, the question, of course, before this 
committee is why haven’t they been done in this length of time? All 
of these complicated documents drawn by Government representatives 
were completed a year ago. 

Mr. Kren. In February of 1956. 

Senator Revercome. In February of 1956? 

Mr. Kire. That is correct. 

Senator Revercoms. And it took them how long to draw those 
documents ? 

Mr. Kies. Just about a year and a half. 

Senator Revercoms. Doesn’t that strike you as a rather long delay ? 

Mr. Kies. Sir, I can tell you it was extremely frustrating from 
where I was, extremely frustrating. 

Senator Revercoms. That is correct, and the very reason we are 
having these hearings here, this discussion, is because a law enacted 
by the C ongress more ethan 21% years ago has had nothing accomplished 
under it or little, let’s say, accomplished under it I think would be a 
fairer saying. 

Mr. Kies. All I can do to the committee is to report on the actual 
facts of what we have been trying to do and I can assure you that 
this program has not lacked for administrative push. I can assure 
vou of that. 
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Senator Revercoms. I don’t want to be unfriendly in the least, but 
has it lacked from administrative sympathy with it? 

Mr. Kies. No. I don’t believe so. I am trying to be fair now to 
my associates and my Department and to myself. 

Senator Revercoms. I want you to be, and I am trying to be fair 
in putting these questions. 
_ Senator Martin. Senator, would you yield just a moment? There 
is something here that I think we could work in here. 

Senator Revercoms. All right, sir. 

Senator Martin. On page 11 of your testimony you state: 


In several cases none qualified within the required criteria. 


Now, what do you mean by that statement? 

Mr. Kiss. At the top of the page I note that to qualify a bid must 
be within the estimated maximum purchase price, interest rate, and 
annual cost in lieu of rent as established in the approved estimates. 

Now, there are estimates, the Deparment’s estimates in the first 
instance, but once the Congress has approved them they then become 
our top limit and we must stay within a very reasonable variation of 
that, according to the rules. 

Senator Martrn. That is good. Go ahead. 

Senator McNamara. Well, at that point I would like to ask about 
a specific project that might throw some light on the line of question- 
ing that has been going on here. 

In the city of Detroit you have approved approximately a $14 mil- 
lion post office. Do you know about that? 

Mr. Kies. Yes; that is under a lease arrangement. 

Senator McNamara. Well, now, that is under a lease arrangement 
and the site has been obtained ? 

Mr. Kies. Correct. 

Senator McNamara. The architects are drawing the plans? 

Mr. Kies. That is correct. 

Senator McNamara. Has that project been financed ? 

Mr. Kies. No; that has not been put out to bid yet. 

As a matter of fact, those plans are now being prepared and have 
not yet been completed. 

Senator McNamara. I see. Then do you have reasonable hopes 
under this program of lease-purchase—or will this be lease-purchase ? 

Mr. Kies. No; this will be a straight lease. 

Senator McNamara. Then this isn’t the thing that we are going 
into today. This is the kind of building you propose and you have 
been conducting outside of this program during the life of the lease- 
purchase program ? 

Mr. Kies. Except that that will be a 30-year lease where we have 
hired the architect and the engineer and we have purchased the site 
under the provisions of section 203 of this act. 

Senator McNamara. Then the Congress has advanced money to 
your department for the purpose of acquiring site and drawing the 
plans. 

Where do you get the funds to go ahead with this phase of it? 

Mr. Kies. The funds are taken out of our annual rent appropria- 
tion which, of course, is provided by the Congress, and as the project 
is put out to bid and successfully bid, the successful proponent reim- 
burses our rent account for the money we have paid out. 
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Senator McNamara. And you have reason to believe now that de- 
spite the high cost of construction and the high cost of money in- 
volved that this particular project will go eet 

Mr. Kies. I hope, sir, that when we are ready to buy it that cir- 
cumstances will warrant our going ahead with it because we need the 
space badly. 

sre McNamara. I know youdo. This is one I happen to know 
about. 

All right, I thought maybe that would throw some light on this 
line of questioning. 

You may continue, Senator. 

Senator Revercoms. Thank you very much, Mr. Chairman. 

You are interested here and your testimony goes only to post 
offices ? 

Mr. Kres. That is correct, sir. 

Senator Revercoms. You do not care to comment on Federal build- 


ings, Bureau of Mines buildings; that is outside the scope of your 
comments ? 


Mr. Kies. You are correct, sir. 

Senator Revercoms. In the State of West Virginia there is pro- 
vision made for a post office at Martinsburg, W. Va. Do you recall 
the provision for that? 

Mr, Kies. That is, I believe, a GSA project which includes postal 
space. 

Senator Rrevercoms. It is a post office and courthouse. 

Mr. Kies. That is a GSA project. 

Senator Revercoms. Yes; now that would not come within the pur- 
view of your comments today ? 

Mr. Kies. No; multiagency buildings are handled by General Serv- 


ices Administration ; single occupancy for post offices are handled by 
ours. 


Senator Martin. Would you yield just a moment? 

Senator Revercoms. Just one question, if I may. 

I believe then that all of the projects, some six of them in the State 
of West Virginia, are multiple-purpose buildings. Do you have any 
there that pertain to post offices alone ? 

Mr. Kies. There are none in West Virginia that are post offices 
only. 

Senator Revercoms. Yes, sir. 

Senator Martin. If you will yield, Senator. 

Senator Revercoms. All right. 

Senator Martrn. In those dual-purpose or multiple-purpose, does 
the Post Office Department pay any rental for the part that you 
occupy ¢ 

Mr. Kres. It does not. 

Senator Rrevercoms. But that comes under General Services, the 
construction of those buildings ? 

Mr. Kies. That is correct. 

Senator Revercoms. Do you feel that this law as written is prac- 
tical and can be carried through and its purposes attained ? 

Mr. Kies. You are asking my opinion now ? 

Senator Revercoms. Yes, sir. 

Mr. K1es. My opinion is that this law can be made to work and that 
it can fulfill a cal purpose in the post office problems. I think we 
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have got to get more of the projects out of the work where we are 
actually in construction and actually successfully build before we are 
going to find out what all the problems are. 

Senator Revercoms. Well now, what do you suggest in addition 
to what we have today, what changes? You make the statement: 
“Can be made to work.” Do you by that mean that certain changes 
should be made to make the Public Law 519 a workable law? 

Mr. Kies. Well, in the Department to date there have been no 
inclusions in our legislative program for amendments to the law. 
That will come later as an act of the Department, as personal 
opinion 

Senator Revercoms. Do you wish to suggest at this time what 
changes might be made or should be made to make it workable? 

Mr. Kies. I think if the criterion as approved could be limited 
to the annual payment in lieu of rent, without a limiting factor—any 
other limiting factors—and make it justifiable only if it can be done 
within the rent dollars that would have to be used to rent the space 
elsewhere. I think that would simplify the matter. 

Senator Revercoms. Would that exclude eventual Government 
ownership ? 

Mr. Kies. No. 

Senator Revercoms. It would not? 

Mr. Kies. No. 

Senator Revercoms. I am so interested in your use of the word 
“criteria.” 

Mr. Kies. I am afraid we overused it, Senator. 

Senator Revercoms. Give us simply, what are the criteria? 

Mr. Kies. There are three basic financial criteria that are limiting 
factors as a result of the estimates being approved and they are the 
purchase price, the interest rate, and the annual payments in lieu 
of rent that are in the estimates as they come to you and are approved 
by you. Once you have approved them we must stay within them or 
within very close variations. 

Senator Rrvercoms. Would that extreme limitation be relieved if 
we eee upon you one criterion, and that is the amount of rent? 

r. Kies. I believe so because that is the money that we pay. That 
is the money that comes out of pocket. That is the dominant factor 
because the purchase price may vary up and down the line. 

Senator Revercoms. What would be your standard if you suggested 
as to the amount of rent you would base that on? 

Mr. Kues. I think the rent that we are paying, and the Post Office 
Department is the only agency of Government that can make leases 
for longer than 5 years. We have some 7,500 leases all over the United 
States. We have a data library which reflects the rent that we are 
paying. We have reference to the comparable rents in comparable 
areas. We can find out what the rents are in the town, what we have 
been paying, what other space is available, and I think we could com- 
pletely justify. 

Senator McNamara. Would you say 20 times the annual rent would 
be a reasonable—I think that was the question. 

Senator Revercoms. I just asked a standard. 
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Senator McNamara. Would you say 20 times the annual rent would 
be a reasonable procedure ? 

Mr. Kies. You mean for a purchase price? 

Senator McNamara. Yes. The Senator was asking you for a yard- 
stick, something 

Senator Revercoms. No; I asked him what method or base he would 
use for his rental contract. 

Mr. Kies. I would use as a base what the Department would have to 
pay it if it rented the space from another building in that area or 
from another building in a similar area, or a similar town. 

Senator Revercoms. Or a similar building, similar accommoda- 
tions ? 

Mr. Kies. That.is correct. 

Senator McNamara. Do I take from this line of discussion that 
you do not feel that this program should be suspended as the General 
Services Administration indicated and the publicity that has been in 
the newspapers indicated was taking place? Do you agree with the 
suspending of the program ¢ 

Mr. Kreps. Well, the deferral—and the Post Office Department has 
deferred putting any other projects out for bid in line with the Admin- 
istration’s policy. 

Senator McNamara. You are talking about projects ? 

Mr. Kres. Lease-purchase projects; we have closed them down. 
Instead, we are trying to take 1-year renewals with 1-year renewal 
options and trying to build a backlog so when the things change in 
the Administration’s viewpoint, it is appropriate to start building 
buildings again, we will have a backlog, we will be able to move in 
and start buildings to be built and be able to lease. 

Senator McNamara. Getting back to this project in Detroit, you 
said you hoped to get financing, that bidding would be such that you 
could go ahead with it. Now, this would mean that you were not 
going along with the suspension order in this particular case. 

Mr. Kies. We are going along with the suspension orders in this 
case, 

When each project comes up to bid I think we are required to analyze 
the emergency of the situation and to seek authority to put that project 
out to bid and it would certainly be my intention where we are run- 
ning into a situation such as we are in Detroit, and we need it so 
urgently, it is an emergency situation, that when that project is 
ready to go to market I would ask and seek the Administration’s 
approval to put it in the market. 

Senator McNamara. Well, then, you are in a slightly different posi- 
tion than the General Services Administration Director who gave 
testimony here this morning. He said even though it did meet this 
criteria that he would not go ahead with it just because the mere pur- 
chase of labor, material, and the financing involved would be infla- 
tionary and therefore it was the policy of the Administration not to 
build. 

Mr. Kren. We are under the same policy, sir, and we are operating 
under that same policy. However, where we run into an emergency 
situation we will request a deviation from that policy. 

Senator McNamara. Well, that is new testimony before the com- 
mittee because this morning there was an indication that the agency 
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would not do this and I think that is the difference in your position 
and I think there is justification for the Post Office Deine in this 
position. 

Mr. Kies. That is right. 

Senator McNamara. I agree with you. 

Mr. Kies. Our need for space is rather unique among the Govern- 
ment agencies. 

Senator Revercoms. You know I am a little surprised at the view- 
point taken here. I realize full well that you are under the Ad- 
ministration and on the administrative side, but you do take the view 
that when the Congress authorizes and in its judgment says that 
these buildings should be constructed upon a certain plan that the 
Administration may come back and say that you object to doing it 
and will hold it up. 

Mr. Kerr. Quite the contrary, Senator. The law itself says that this 
title II now, the Post Office Department title, is a supplement to our 
leasing authorities. 

Senator Revercoms. Yes. 

Mr. Kies. And you have given us those orders, that policy. 

Senator Revercoms. That order, that policy. 

Mr. Kies. You have told us that it is not a public works construc- 
tion program. 

Senator Revercoms. That is right. 

Mr. Kies. And we are to use this method as a supplement to our 
leasing program to get the space that we need whenever we can and 
buy it out of the same rent dollars and we are operating that way, sir, 
and we are using it wherever we can. 

Senator Revercoms. But in this supplemental method you haven't 
gone very far in operations ? 

Mr. Kies. It is a highly selective method, sir. It eannot be used 
to the best interests of Government under all circumstances and I don’t 
believe that you as a Senator would hesitate to criticize us severely if 
we used it on too broad a scale. 

Senator Revercoms. Let me say to you, it isa new thing tome. It 
was passed after I was in the Senate and before I arrived back here, 
and it is a new idea, but since this Congress has enacted it, I have been 
struck somewhat with surprise at the resistance that is apparent on 
the administrative side. 

Mr. Kies. Well, Senator, let me, if I may, point out to you that 
under our leasing program during the calendar year 1956 we caused 
to be built by private enterprise for lease to the Department approxi- 
mately 500 new buildings, under standard plans and specifications, 
and we are meeting postal needs. ' is 

Senator Rrevercomp. Now, was that done by direct appropriation 
principally ¢ } | 

Mr. Kies. That was done by paying rent. We rent them and pay 
the rental. 

Senator Revercoms. That was done under the old plan. 

Mr. Kuss. The same as we will do here, we will pay the rental and 
we are using the lease-purchase too] wherever it is more advantageous 
to the Government. rob 

Senator Revercoms. Out of the 500 buildings that you constructed 
in that year how many of them were under the old rental plan, con- 
struction and rental? 
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Mr, Kres. Well, practically all of them with the exception that 
we have used the ‘additional method that you made possible for us 
under section 203 in some cases, wherever we could advantageously. 

Senator Revercoms. But very little under Public Law 519? 

Mr. Kies. No; I would say that we have used Public Law 519 in 
larger projects, in (¢ ounting) about 20 places, and 1 of them has been 
very successful. It is one I think you would be very proud of; it is in 
St. Petersburg, Fla., by chance, where, under this law, we went in and 
bought a site at an appraised market price. We hired architects and 
engineers, designed a building, and we offered it for public bid. We 
had some 16 competitive bidders, and we leased that building on a 
30-vear basis. 

Senator Revercoms. Let me ask you, of the 20 buildings that have 
been constructed in that year under Public Law 519, how many have 
been completed into structures ? 

Mr. Kies. The 500 that I mentioned to you? 

Senator Revercome. No; Iam asking about the 20 under 519. 

Mr. Kien. They are now large buildings that are either under con- 
struction or in the planning process where we have used the law to 
acquire sites, to control the sites, and we are hiring architects and engi- 
neers for developing the buildings. 

Senator Revercoms. Are you going ahead with that to completion ? 

Mr. Kies. Only insofar as the present administration policy will 
permit. 

Senator Revercoms. At this time how many are you proceeding with 
out of those 20 ¢ 

Mr. Kies. Practically all 20. 

Senator Revercoms. Practically all 20? 

Mr. Kies. That is right. They are all in varying stages, but we are 
coing ahead with 20 of them, sir. 

Senator Revercoms. That is 20 out of 500 structures ? 

Mr. Kes. No; it isin addition to the 500. 

Senator Revercoms. I see, and the 500 were under the old lease-rent 
plan; is that correct ¢ 

Mr. Kies. Authority to lease up to 20 years. Wait a minute, part 
of it is under this law where we have the right to pay an increase in 
taxes so that we have used this law in many of those cases. 

Senator Revercoms. Very apparently the Post Office Department 
prefers the old lease-rent plan, does it not, over the plan submitted in 
519¢ 

Mr. Kies. Yes; and for this reason, that it costs less money, and it 
gives us lower budgets to come to you for. 

Senator Revercoms. But it does not give you a building to own. 

Mr. Kren. We do not own the building. As a matter of fact, in 
many of these cases I would not recommend that we own the building, 
because we need the flexibility of changes. See, a basic lease, leases 
are made anywhere from 1 to 20 years, and it is only where we have 
known and proved stability for the size of a building where we will go 
into a long-term lease. However, we do make leases with a series of 
renewal options which give us the flexibility. If we still can use that 
building, we exercise the option to continue the tenancy. If we no 


88922—57——6 








78 STATUS AND PROGRESS OF LEASE-PURCHASE PROGRAM 


longer can continue to use the building, we no longer use that option. 
So it gives us the great flexibility that we need. 

Senator Revercoms. Does your Department plan to submit to this 
committee any suggested changes in 519 that would make it more 
acceptable, or more workable, I should say, in your eyes? 

Mr. Kren. We have been discussing it with our legislative program, 
Senator; at the minute I am not prepared to say we will or will not. 
It is my personal] opinion that we probably will ask for a continuance 
of the bill. 

Senator Revercoms. For a continuance? 

Mr. Kies. That is right. The law expires—the authority to obli- 
gate new buildings expires—in July of this year. 

Senator McNamara. The end of July, 22d or 24th, along in there. 

Mr. Kier. This, again, is a personal opinion. 

Senator Rrevercoms. Yes. 

Mr. Kies. We probably will ask for a continuation of the law. 

Senator Revercoms. Of Public Law 519? 

Mr. Kies. That is right. 

Senator Revercoms. That is all, Mr. Chairman. 

Senator McNamara. The general has some questions. 

Senator Martrn. I would like to call your attention to the statement 
made by the Department on July 7, 1953, and ask you what has caused 
you to change your opinion since that was uttered, and this was the 
utterance: 

It is not possible to estimate the savings that will result from the enactment 
of this measure; however, it is believed that the enactment of this measure will 
result in substantial savings to the Government. This Department strongly 
favors this legislation and urges the early enactment of the measure. 

Now, what is the current situation according to the changes? 

Mr. Kies. Our opinion has not changed except as we have had to 
work with this law we have found some complexities, and we are 
reporting them to you today. We still think that the law can be used 

vantageously under selective circumstances, we still believe that to 
the advantage of the Government, and we are using this. 

Senator Martin. Do you not think, then, that you should, at the 
earliest possible time, submit the changes that you think ought to be 
made in the law that will carry out the ideas expressed therein in 1953 ? 

Mr. Kies. It is my personal opinion, sir, that we should. We cer- 
tainly should give to this committee every bit of our knowledge. 

Senator McNamara. Thank you gentlemen, I think you have been 
very helpful. We appreciate your testimony and we will give it very 
serious consideration, you can be sure. Thank you for coming. 

Mr. Kies. Thank you. 

Senator McNamara. Mr. Rappaport, Assistant Director of the Bu- 
reau of the Budget, will be the next witness. 

Mr. Rappaport. This is Mr. William Pfleger who is accompanying 
me and he is a member of the staff of the Bureau of the Budget. 

Senator McNamara. How doyoudo. Weare glad to have you here. 

Mr. Rappaport. I am happy to be here, Senator. If I may I would 
like to read a short statement for the record. 
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STATEMENT OF PERCY RAPPAPORT, ASSISTANT DIRECTOR OF THE 
BUREAU OF THE BUDGET; ACCOMPANIED BY WILLIAM PFLEGER, 
ASSISTANT DIVISION CHIEF, COMMERCE AND FINANCE DIVI- 
SION, BUREAU OF THE BUDGET 


Mr. Rappaport. As you know, the General Services Administra- 
tion and the Post Office Department, with the full concurrence of the 
Bureau of the Budget and the Treasury Department, have recently 
announced the temporary deferment of further offers of bids for con- 
struction under lease purchase. 

This is clearly in line with the President’s policy to avoid Federal 

spending which will increase the competing pressures for money, 
manpower, materials, and equipment. As the President has said in 
his budget message : 
Maintaining a sound dollar requires of us both self-discipline and courage. At 
a time like the present when the economy is operating at a very high rate and 
is subject to inflationary pressures, Government clearly should seek to alleviate 
rather than aggravate those pressures, 

I think it is fair to state, however, that this does not mean the lease- 
purchase program is dead. As soon as inflationary pressures subside, 
the program can again proceed. 

Thank you. 

Senator McNamara. Well, thank you. 

We seem to be right back where we were starting out with the Ad- 
ministrator of GSA this morning. You use the words “temporary 
deferment.” How do you define this word “temporary” as used in 
this instance ¢ 

Mr. Rappaport. I think it is temporary in the sense that this pro- 
gram has been curtailed or closed out until such time as these pres- 
sures that I refer to here are lifted and then we will proceed with the 
program once again. 

Senator McNamara. How do you differentiate between indefinitely 
and temporary? I mean, your explanation makes it an indefinite post- 
ponement actually because 

Mr. Rappaport. I think “indefinite,” in my understanding of the 
word, is something whereby you haven’t a set date to proceed, and I 
think in this case since we do not have a set date to open this program 
again you could say it is indefinite if you care to. 

Senator McNamara. Well, then, you agree that there is no fore- 
seeable end of the suspension ? 

Mr. Rappaport. No, I do not think anybody can predict just the 
precise date when this suspension will be lifted. 

Senator McNamara. I am not talking just about the precise date, 
I am talking about just the precise year. For instance, I mean, it is 
indefinite to the point that you cannot tie it down to a year or any- 
thing else, can you—no reasonable yardstick ? 

Mr. Rappaport. I do not think you can tie it down. 

Senator McNamara. So it is quite indefinite, to be perfectly frank 
about it ? 

Mr. Rappaport. I would not quibble with you on that. 
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Senator McNamara. Go ahead, General, you started to say some- 
thing, I think, or didn’t you? 

Senator Martin. No, I did not. 

You have not had any opportunity and it is not necessary in your 
Department to consider the workability of this law that we are now 
discussing ¢ 

Mr. Rappaport. You mean in its technical sense / 

Senator Martin. Yes. 

Mr. Rarparort. No, we do not concern ourselves with bidding or 
planning or constructing any of these projects. ; 

Senator McNamara. Are you not rather in a similar role in this sit- 
uation to the Treasury Department‘ I mean you being the budgetary 
agency ¢ ; 

Mr. Rappaport. I think in this particular case we are very much in 
the same role as the Public Works Committees. 

Senator Martin. Yes. 

Senator McNamara. Yes, that would probably be a better way to 
define it. 

What part did you play in the recent decision to hold this up? 

Mr. Rappaport. I was one of the parties. 

Senator McNamara. You agreed to it / 

Mr. Rappaport. And the evidence was so abundantly clear to me 
that I had no difficulty in agreeing with it. 

Senator McNamara. The Budget Bureau is certainly concerned 
with the fact that we are spending a great deal of money in scattered 
areas of various cities and various communities for rents. 

Getting back to the theory that we suspend this because it is in- 
flationary, these rents have continued to increase in many of the Gov- 
ernment rental spaces to a point—and there is no indication that they 
will not continue to increase under the present economy. 

Now, we have inflation in the rental situation, do we not ? 

Mr. Rapparorr. But that, I think, is an inflation of a different char- 
acter than inflation im creating a demand for materials, labor, and 
money. I think that is a temporary effect on the economy because 
your rent situation can change overnight and you have leases that 
can be terminated, and so on. 

Senator McNamara. Well, it has been changing overnight but al- 
ways in an inflationary manner, and I think we are making a choice 
between inflation in the money that is paid to the landlords and in- 
flation in the money that is paid to builders, and I do not see any 
particular objective in making a choice between inflationary pres- 
sures, and I do not think we are getting anywhere in this thing. 

Mr. Rappaport. | think there is a distinction between paying rent 
and thus creating inflation, as you indicate, and building buildings. 

Senator McNamara. We think so. In one case the Government 
gets something for it; in the other case is gets nothing and that is quite 
a distinction. 

Mr. Rarparortr. I do not know that the Government necessarily 
gets anything for these payments in the long run. 

Senator McNamara. Under lease-purchase we do not wind up with 
the building / 

Mr. Rappaport. You wind up with the building, but there is al- 
ways a question as to whether the building that you eventually own 
is an asset that is worth having. 














STATUS AND PROGRESS OF LEASE-PURCHASE PROGRAM Sl 


Senator McNamara. Do we not depend upon the agencies who are 
drawing the plans and letting the contracts to design buildings that 
will be good, and do they not come in and assure this committee 1n 
every instance that these are good buildings and they are worth put- 
ting Government money into‘ ib) 

I think that you are in an inconsistent position. ; 

Mr. Rarrarvorr. I think you are absolutely right, but I doubt if any- 
body can foresee what use a building will have 50 years from now. 

Senator McNamara. Well, we just got through with testimony that 
you heard 

Mr. Rappavort. Yes. 

Senator McNamara (continuing). From the Post Office Depart- 
ment that they are getting people to build buildings and rent them 
for long periods of time for the individual purpose of this agency. 
So apparently they are satisfied that under the existing circumstances 
they can go ahead with certain projects and they are going to request 
you and the other agencies involved to approve them because it is eco- 
nomical to do it, and we think that is the proper way to do it. Do you 
agree / 

~Mr. Rappaport. Well, I think the decision should be made at the 
present time in terms of the inflationary impact that any construc- 
tion program might have. 

Senator McNamara. The inflationary impact of bricks and mortar, 
but not the inflationary impact of the increased rentals. 

Mr. Rarpaprorr. That is correct. 

Senator McNamara. I see. Well, you are making the distinction 
between the inflationary pressures—the inflation in rents as against 
inflation in bricks and labor and mortar ? 

Mr. Rappaport. That is right. 

Senator McNamara. Do you have anything, General ? 

Senator Martin. I do not think so. 

Senator McNamara. Senator Revercomb? 

Senator Rrevercoms. Let me ask you this: If the Congress of the 
United States had appropriated money for the construction of certain 
buildings and you and your department and the administrative side 
of Government decide that the spending of that money was infla- 
tionary, would you proceed to stop this spending of it and stop the 
construction of a building? 

Mr. Rappaport. Well, I do not know that I would answer it in a 
harsh way to say that we would stop the construction. I think we 
would exercise judgment as to when the construction should be started 
and the rate at which it should continue, and I think that is 

Senator Revercoms. If the Congress made an appropriation in 
one year directed to the construction of certain buildings, and in its 
judgment thought it was wise to do so, and you felt that it was 
inflationary, would you hold up the construction of those buildings 
because of your judgment ? 

Mr. Rarparorr. I think the administration should have some discre- 
tion as to the rate at which these appropriations are carried out. 

Senator Rrevercoms. Even though the Congress expressed the view 
that this money is there for you to spend for the building, proceed 
with it, do you still think the administrators of that law should say, 
“Well, ry will hold up, we will suspend, we will not do what the law 
directs” ? 
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Mr. Rarraporr. I do not know, at least it is not according to my 
knowledge, that an appropriation indicates the rate at which expend- 
ditures should be made. 

Senator Revercoms. Well, does it not do so for the year in which the 
appropriation is made to be expended in that year? 

Mr. Rappaport. I do not think so in the case of a building. I 
would say it would be the case of a 1-year appropriation, but in a 
building that covers several years of expenditures I do not think the 
Congress indicates the rate at which that money shall be spent. 

Senator Revercoms. Well, does it not indicate when it passes the 
law for you to proceed with construction that you should proceed now 
and with reasonable speed and not use your judgment to say when, 
if ever, you will build that building ? 

Mr. Rappaport. Well, I think it should go ahead on a reasonable 
basis, but I think the administration should have some discretion as to 
the speed at which the appropriation is carried out. 

Senator Revercoms. I am now getting down to the case at hand. 
When the Congress, after study, has brought forth a plan which is 
enacted into law such as this plan of lease and ownership, places 
it in the hands of the administration—to the administrative side of 
Government to proceed—naming the projects, do you think the admin- 
istrative side of Government, your department or any other, has the 
right to say “We will suspend that which the Congress has directed 
be done”? 

Mr. Rappaport. I think under this law there probably is that 
privilege. 

Senator Revercoms. You feel that under this law—— 

Mr. Rappaport. Yes; that is our judgment on it. 

Senator Revercoms. That is all, sir. 

Senator McNamara. Thank you for coming. I do not have any 
further questions. 

Do you, General Martin ? 

Senator Martin. No; I do not think so because what we are trying 
to get at is whether or not this law is workable and if it is not what 
changes should be made, and I think that your part of the work in just 
approval, a great deal like ours is. 

Mr. Rappaport. Yes. As I indicated previously I think it is almost 
identical. 

Senator Revercoms. That is under Public Law 519, it is approval 
on these projects. I understand that much. 

Senator McNamara. It is almost automatic. 

Thank you very much. 

We have Mr. Silling next. Mr. Silling represents the American 
Institute of Architects, and indicates that he is present for the purpose 
of answering any questions that may be directed by the committee to 
him. Is that your position or do you have a statement ? 

Mr. Sit1mc. I would like to make a statement. 

Senator McNamara. We will be glad to have you make a statement. 
We are glad to have you here. 

Senator Revercoms. Mr. Chairman, before Mr. Silling begins with 
his statement, I would like to make a few remarks and say that I 
personally know Mr. Silling. He comes from my home State and 
hometown, he is a distinguished architect and he has drawn the plans 
of many Government buildings and others, and I particularly want to 
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welcome him before the committee and listen to his statement. I do 
not mean to say that I will not have some examination of him. 
Senator McNamara. We would like for him to proceed. 


STATEMENT OF CYRUS E. SILLING, AMERICAN INSTITUTE OF 
ARCHITECTS 


Mr. Stri1nc. Mr. Chairman, members of the committee, I represent 
the American Institute of Architects as reasonably typical of its pro- 
fessionals who have worked for Public Buildings Services of General 
Services Administration. 

My firm is the architect for the Huntington, W. Va., lease-purchase 
project and developed the documents to the bidding stage, and bids 
have been taken on that project. 

I would like to say that the American Institute of Architects feels 
that the Public Building Services’ practices in retaining architects’ 

services are practical, equitable, and in the interest of the Government. 

I would not say that our fee for the Huntington project was generous 
but rather that we considered it adequate : and would be pleased to have 
other work under this program. 

The Public Buildings Services programing and instructions were 
adequate and prompt. Our exchanges between that agency and our 
office were cordial and efficient. The work was produced promptly 
under such an exchange, and was as promptly produced as it would 
have been for private clients. 

We think their program required an efficient, economical, commer- 
cial building type of structure for an office building for the Federal 
Government, and included the use of economical materials pallets. We 
found the contractors eager to bid the work, they quired of our office 
regularly as to the progress of the work and were intevested in it from 
its inception. 

The construction cost estimates, I believe, have been shown by the 

record today to have been prepared at an earlier time, at a lesser level 
of cost, and that. the jobs were marketed at today’s market and that 
that price structure in construction is not valid with respect to the 
date of the original estimates under which we operated. 

Tomorrow I shall tell a client that a March estimate of 1956 that 
we made in the amount of $14,650,000, now that the job is to be mar- 
keted today will cost $15,450,000. This is a direct result of our infla- 
tionary economy. 

When the regulation rather than the law sets up financing at 4 per- 
cent it has been testified today that that was not sufficient to hire the 
money. The Virginia Engineering Construction Co., of Newport 
News, Va., who are very large contractors, were interested in the 
Atlanta, Ga., project which was marketed just ahead of the Hunting- 
ton project and the president of that company telephoned me to in- 
quire whether or not the same strictures would be had in the bidding 
of the Huntington project as was the case at Atlanta and, of course, 
we did not have access to the administrative procedures of Public 
Buildings Services, I could not advise him on that point. But he 
made it very clear that, had they at that time been able to work out a 
joint venture between the contractor and the financing agency that 
was satisfactory to Public Buildings Services, there would have been 
no problem in getting the job to go ‘ahead. 
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The Southeastern Construction Co., of Charlotte, N. C., who have 
done many millions of dollars worth of work for our office and are 
a very reputable company, were quite interested in the Huntington 
project and sought plans, invested and fully intended to enter a pro- 
posal for the work, and dropped out of the competition on the basis of 
the difficulty of financing. 

The law, in our opinion, is a good law. Its factors presently of 
handling capital account and interest rates are entirely too rigid to 
follow the vagaries of supply and demand as do other entities under 
the erosion of private enterprise. 

The elements of our economy move in fits and starts. 

For example, there can be inflation in the auto industry and reces- 
sion in the building industry. Under recession competition gets mur- 
derously keen. Under recession it is a matter of record that the mor- 
tality rate among building contractors during this last year has 
sharply increased. It is a matter of record that housing starts are 
sharply reduced presently. These may be signs that inflationary 
tendencies in the building industry have flattened out. Inspection of 
current cost indices support these views. 

In my view, if the moneytis hired at going rates, building under 
this program in certain depressed areas, where you heard earlier testi- 
mony, or rather remarks from a committee member, that there was 
depression in the building fields—were some of these jobs to be mar- 
keted in those depressed areas it is my opinion that, if you hired the 
money at going rates, you might build those buildings, at least at a 
relatively small markup in the capital amount. 

The long-term benefit to the Government of the lease-purchase 
account cannot be questioned. The amount of postwar office-building 
construction, countrywide, by speculators for profit, is supporting 
evidence that hardshell money lenders believe in office rentals as a 
sound base for investment. The process of advertising separately 
for construction bids and financing terms has proved that a joint 
venture of the two is an advantageous procedure. This has been a 
process of education for the agency, the construction industry, and 
the financing agencies. It is a new field, there is no reason not to 
explore it and use it because it has not been done in any large-scale 
manner before. 

Education always takes time. I believe there is a sufficient amount 
of it. and in my opinion the package deal of this nature now has proved 
itself, 

Thank you. 

Senator McNamara. May I ask you in this Huntington, W. Va., 
project, is that a 25-year lease ? 

Mr. Sruxrne. It is my understanding that it was the same program, 
lease-purchase. 

Senator McNamara. Speaking as a professional architect do you 
agree with the expression of the man who gave testimony for the 
Post. Office Department that it is likely in 25 years that this particular 
building will be obsolete as far as methods of operation are concerned 
that might be developed in the post office ? 

Mr. Sriuine. If he limits his remark to post office buildings which 
are buildings of a technical nature. 

Senator McNamara. One-purpose buildings? 
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Mr. Sttuine. One-purpose buildings, and the Post Office Depart- 
ment does materially change in its methods of handling postal services, 
Then for post office purposes that building might be considered 
obsolete. 

If the post office construction department has done its duty and 
built an adequate building fabric there is no reason why the interior 
of the building could not be repartitioned for a great variety of pur- 
poses as is done constantly on all commercial buildings throughout 
the building up and down any street of the land. 

I would like also to say that I find that the laws are often drawn ina 
simple manner, also that it has been my experience that adminis- 
trative agency regulations have been known to abound in complexities 
that develop these delaying consequences. 

A case in point, the difficulty between the Army engineers and the 
Veterans’ Administration when we did veterans hospitals. 

Senator McNamara. Well, we are getting a little far afield now. 

You mentioned that your fee was adequate on this job. Are we 
to assume that the customary fee for architects is about 5 to 6 percent 
of the total cost? Is that what you consider adequate or is it higher 
at this time? 

Mr. Smu1nce. Why, fees, of course, vary in accordance with the 
services. 

Now, the Government, Public Buildings Services, does your pro- 
egraming so you do not have that problem that you have with the pri- 
vate client. They furnish you a package and a rather complete one, 
Loo, 

Now, they have a different procedure which I do not criticize be- 
cause they must proceed countrywide and the documents in their files, 
since they are housekeeping countrywide, ought to have the same 
validities wherever they occur so that the individual architect must 
conform to their procedures but they do spoon feed these preliminaries 
to you and, thereliire: you do work for a lesser fee for Public Buildings 
Services than you do in the commercial world. 

Senator McNamara. Then it would be safe to assume that it is less 
than 5 percent, that you consider adequate on this particular project ? 

Mr. Sune. And I would assume and say that almost without 
exception they have not paid that much. 

Senator McNamara. I see. 

Mr. Strzinc. The architects are quite well satisfied. 

Senator McNamara. All right. 

Now, you mentioned that from the figures you gave on inflationary 
trends that you are advising a client as of tomorrow, do you remem- 
ber that remark ? 

Mr. Smuurna. Yes, sir. 

Senator McNamara. You indicated that it was some 15 percent, 
plus, higher now than it was at a previous period. Are we to con- 
strue that to be in a year? 

Mr. Sriine. Not that much. 

Senator McNamara. What did you say? 

Mr. Siruine. March estimate, 1956, $14,650,000. Now, $15,450,000, 
something less than your percentage. 

Senator McNamara. Well then, about 1214 percent, is that closer? 

Mr. Sruuin@. It is less than 10 percent. 
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Senator McNamara. Let me see if my figures are right. You said 
14 million 

Mr. Siirne. I am wrong about that, it is a little more than 10 
percent. 

Senator McNamara. Yes; you find that much inflation in the past 
year, then? 

Mr. Sturge. I will not say 

Senator McNamara. Less than a year, to use your dates. 

Mr. Stiuine. I would not say that that was a general statement. I 
would say that this particular technical-type building involving as 
it does certain built-in equipment has made it run that much, but the 
general price index would not be that high, possibly 8 or 9 percent, 
if you just want a general price index. 

Senator McNamara. That is in 1 year? 

Mr. S1iuinc. That is our judgment. 

Senator McNamara. All right. Then, somewhere between those 
two would be a good yardstick for the committee to consider, I sup- 
pose, and that would come up at about 10 percent, would it not ? 

Mr. Stiiine. Possibly. 

Senator McNamara. All right. 

You mentioned that the 4 percent interest allowed by the adminis- 
trative agencies and not established in the legislation was not adequate. 

You heard the discussion this morning, I think you were here when 
the Director of the General Services Administration indicated that 
about 5 percent would be adequate. 

Do you agree with that from your experience ? 

Mr. Siting. We do oflice building work and are in the field of 
trying to understand the marketing of money currently with esti- 
mates for construction costs that include interest during construction 
as a part of the problem, and it is my judgment that you would find 
takers at 5 percent and shaving that slightly for much larger projects. 

Senator McNamara. I see. 

Now, you mentioned housing and, of course, it is not comparable 
in any manner to the field that we are dealing with. 

Mr. Smuinc. Except that it uses bricks and mortar, plaster, car- 
penters, bricklayers, plumbers. 

Senator McNamara. And financing. 

Mr. Srru1ne. Electric people and financing and all of the ele- 
ments in which you are interested. 

Senator McNamara. Financing in the housing field, 5 percent would 
be peanuts, you would not get 5 percent. 

Mr. Sux1ne. We do not do residential work. 

Senator McNamara. You brought it up, my experience is that in 
the housing 5 percent would not be an adequate figure. 

Mr. Smiine. I was not thinking about the percentage as much as 
I was the utilization of labor and materials. 

Senator McNamara. In the housing field? 

Mr. Sriuine. Yes, sir. 

Senator McNamara. Thank you. 

General ? 

Senator Martin. I appreciate very much your statement. I think 
it will be very helpful to us, and I am looking forward after it is 
transcribed to read it. 
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Now, you have had a great deal of experience outside of govern- 
mental agencies, and you are rather familiar with this law and you 
seem, from your testimony, to think that it is a workable law. 

Mr. Sur1ne. From the testimony here today it appears to me that 
an administrative ceiling has been put on at one level of the economy 
and we are asked to utilize those tools at a completely different level 
of the economy, and that therein lies the whole problem. 

Senator Martin. Well, as far as the rate on marketing the securi- 
ties, that is not fixed in the law, that is administrative. 

Mr. Sriurne. I understood that, but I say administratively the 
problem has arisen. 

I would like to make one other comment if I may. 

You cannot expect to amortize 1957 construction costs at a rental 
rate that has amortized 1930 and 1940 construction costs and, there- 
fore, you cannot anticipate a successful 1957 program if it must com- 
pete with antiquated floor space already fully amortized. 

I mention that because the Post Office Department’s testimony—— 

Senator Martrn. You make a very good point there. 

Mr. Srtuinc. Now, we have to decide whether or not we are going 
to persist in these old firetrap shells or whether, as all other elements 
of the economy advance the housing of Government agencies should 
not advance also. You find insurance people, for example, building 
very handsome buildings to give their workers pleasant surroundings 
and utilizing that strongly as an effort to keep their staff in competi- 
tion with other people commercially who do not offer such advantages 
and the Government willy nilly is in a competitive field for personnel. 

Senator McNamara. That is right, and that goes to air condition- 
ing and better lighting and all these other things that make for com- 
fort and efficiency. 

Mr. Sirirne. That is correct. There is no sense in building an 
antiquated building in 1957. 

Senator McNamara. I am sure the committee agrees with you on 
that. 

Do you have anything more? 

Senator Martin. No, sir. 

Senator McNamara. Senator Revercomb? 

Senator Revercoms. Mr. Silling, is private industry today obtain- 
ing buildings under the lease-purchase plan ? 

Mr. Sitiine. We are presently constructing a large campus of build- 
ings for the United Fuel Gas Co. some 20 miles below Charleston, and 
in the process of the planning of that project we work very closely 
with the New York Life Insurance Co., who will own that project, and 
the United Fuel Gas Co. will lease it from them. 

We planned it to the necessities of United Fuel Gas Co. and the 
entire process of financing and construction is very similar to this 
lease-purchase problem. In Fairmont, W. Va., 2 years ago for the 
Monongahela Power Co. we did exactly the same thing, and the New 
York Life Insurance Co. owns that project and it has been a very 
happy issue for both parties. It is a common device. The Govern- 
ment is only late getting into the game. 

Senator Martin. Mr. Chairman, I might—you are probably famil- 
iar with this. The Koppers Building in Pittsburgh which is about, 
T do not know, I guess it is a 29, 283-——— 

Mr. Siiurne@. It is quite a large building. 
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Senator Martin. Probably pretty near 40 stories. It is owned by 
a life insurance company and the Koppers Co. leases it. 

Mr. Sirurng. That is a common device. 

Senator Martin. Yes; it is a common device. 

Mr. Smuuine. Now, the only difference between that arrangement 
and this law is that the Government finally with have title to this 
property, and that is an economy that these other people are not 
interested in because of tax problems. 

Senator Martin. That is it; that is the tax problem. 

Senator McNamara. Of course, that is the thing. 

Senator Martin. The thing that appealed to me when we were en- 
acting this law, and I do not think I would have gone along and helped 
put it through Congress if it had not been that the United States 
would eventually come into title of these buildings. 

Now, I realize that probably a post office building in 20 years may 
become obsolete, the inside may have to all be changed, and that is 
true with practically everything in the United States because we are 
moving ahead. 

Mr. Sunuine. And if the Post Office Department does its job in 
planning the fabric of that building properly, they can remodel it. 

Senator McNamara. Not necessarily. It might develop in that 
period of time, like the automobile industry, they found need now 
for one-story buildings. 

Mr. Sutuinc. The location may be wrong. 

Senator McNamara. That is right, and the whole operation can 
change to the point where it does not pay to move things up and 
down, you have to move them straight across. 

I think the Post Office Department has a valid claim in the possi- 
bility of this being obsolete for their purposes, but I think your point 
that this would still be a good Federal building and it would be use- 
ful for Federal offices, apparently we are going to continue to have 
more people in the country, we are going into a great rate in the 
number of children we have now, we are going to be in a position 
to use these buildings for some good purpose if you architects do a 
good job in designing them and you think you are doing it, I am sure. 

Mr. Sune. Yes, sir. 

Senator McNamara. All right. 

Senator Revercoms. Mr. Silling, you mentioned private industry 
building under the lease plan. You mentioned among the instances 
the United Fuel & Gas Co. building certain structures which you know 
about and on which you have performed services. 

Is not the very large office building recently completed by that 
company 
Mr. Srnec. Seven million dollars’ worth there in Charleston. 

Senator Revercoms. How much? 

Mr. Srm1nea. Seven million dollars, the New York Life Insurance 
Co. owns that. 

Senator Revercoms. A $7-million building which was financed and 
owned by the New York Life Insurance Co. ? 

Mr. Suuine. Right. 

Senator Rrevercoms. Now, who drew the plans for that building 
and who is directing the drawing of the plans for the building in 
which you are performing your services, is that under the direc- 
tion of the industry ? 
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Mr. Smuine. Our contract is with the United Fuel Gas Co., not 
the insurance company. 

Senator Revercoms. That is right. 

Mr. Strung. The gas company takes competitive bids from con- 
tractors and lets a contract for the construction of the building. 
The United Fuel Gas Co. administers the funds, and the architects 
make monthly certifications to the New York Life Insurance Co. 
with respect to the estimates we issue for payment on account to the 
contractor. 

Senator Revercoms. The occupant of the building, then, is very 
interested ? 

Mr. Sruuina. All the way. 

Senator Revercoms. In the structure and in its being strongly 
built and adequate in every way, is it not? 

Mr. Siru1ne. The layout of the building, the selection of the ma- 
terials, and the construction of the building and the manner in which 
all of the work will be done is the responsibility of the United Fuel 
Gas Co. 

Senator Revercoms. The occupant ? 

Mr. Sriuinc. The occupant. 

Senator Rrevercoms. Something has been said here in testimony 
that there is a difference between the case where the Government makes 
an agreement to lease different in the other case where it would lease 
and purchase because it would have to see that the building was so 
much stronger. 

Now, in this private industry plan which you referred to the occu- 
pant itself is very anxious to see the very best building. 

Mr. Sttuinc. That is right. 

Senator Revercoms. So there is not a great deal of difference be- 
tween the two plans so far as the type and nature of structure is 
concerned ; is there ? 

Mr. Sitxirne. Not a bit, and the only difference is that at the end 
result is ownership by the Government, whereas the end result in the 
case of private industry is an extension of the lease. 

Senator Revercoms. And that is not a compilation of the kind of 
building that would be constructed ? 

Mr. SriuiNnc. Not at all. 

Senator McNamara. Except as you pointed out in your testimony 
that because it is a nationwide organization, the Post Office Depart- 
ment, that they do have problems im fitting the particular building to 
suit the handling of mails that are similar throughout the entire coun- 
try, to that end there would be a difference than this fellow who is 
operating in just one area ? 

Senator Revercoms. But taking each individual structure which 
has an individual plan and is let to an individual contract there is not 
much difference between the two plans; is there ? 

Mr. Sitting. Very little. I do not see any. 

Senator McNamara, I think there is some difference, I think we 
ought to recognize it. For instance, on a certain day in each month 
all of these buildings that are operated by the Post Office Department 
have to be able to take care readily of boxcars full of big bags of 
magazines, so they require certain space in order to do that. This 
other company might not have that problem. 








90 STATUS AND PROGRESS OF LEASE-PURCHASE PROGRAM 


Mr. Siiurnc. Pardon me, sir; you are specifically referring to post- 
office work, whereas this act applies to a number of other building 
types that are constructed under General Services Agency rather than 
the Post Office Department and that would be a combination of court- 
house, office building, what have you. 

Senator McNamara. All right, but in this type of building, even 
though it is combination, you still have the problems of the Post Office 
Department if they are tenants in part. 

Mr. Smurnc. Well, I would say that those were a much lesser in- 
stance of occurrence where there was a combination of the Post Office 
and these other buildings. 

Senator McNamara. Well, we should still recognize that where you 
have a nationwide operation that the system is nationwide, you have 
more problems than you do building for one industry in one locality 
and I think you want to do that, too, Senator. 

Senator Revercoms. I think in the instance he has referred to, he 
has referred to an industry that has 

Mr. Sittrvc. Yes; Columbia Gas, which is the parent company of 
United Fuel. 

Senator McNamara. There are not many under the lease-purchase 
plan? 

Mr. Suurne. Yes. 

Senator McNamara. Many? 

Mr. Sirxzinc. I would say that the lease-purchase plan for buildings 
for private industry has become a very favorable device and is being 
very widely utilized all over the country. 

Senator McNamara. I think insurance companies for a time got 
into this; do you not find there is a veering away of insurance company 
money in the last year in these kinds of projects? 

Mr. Smiirnc. We have done two in the last year and we are doing 
one now. 

Senator McNamara. That is good. We are glad to have your 
testimony. ; 

Well, the committee seems to be of the opinion that the insurance 
companies are coming into it more and more, and perhaps that is 
encouraging to go ahead with our lease-purchase program and you 
seem to agree with that. 

Mr. Siting. I said I feel that the Government was coming into 
the use of this device late. 

Senator McNamara. Yes; I heard that. 

We want to thank you very much for your testimony. You have 
been very helpful and we appreciate your appearance here and thank 
your institute for sending you. 

Mr. Stturne. Thank you. 

Senator McNamara. That completes the hearings for today. We 
will resume tomorrow morning at 10 o’clock with some new witnesses. 

(Thereupon, at 3:45 p. m., the committee was adjourned to recon- 
vene at 10 a. m., Wednesday, February 20, 1957.) 
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WEDNESDAY, FEBRUARY 20, 1957 


Unrrep Srares SENATE, 
ComMMITTEE ON Pusiic Works, 
SUBCOMMITTEE ON PusLic BUILDINGS AND GROUNDS, 
Washington, D. C. 

The subcommittee met, at 10:05 a. m., in room 412, Senate Office 
Building, Hon, Pat McNamara presiding. 

Present: Senators McNamara (chairman of the subcommittee), 
Case, Kuchel, and Cotton. 

Senator McNamara. We will continue the hearings on this lease- 
purchase program at this time. 

We are fortunate in having with us today Mr. Robert Long, repre- 
senting the Associated General Contractors of America. 

Will you come up here and take a seat, Mr. Long. 

I would like the record to show that Mr. Long has probably had 
more experience than almost any other general contractor in this 
joint-venture theory of construction. The committee thinks they are 
very fortunate in having him here today to represent the Associated 
General Contractors of America because he can give us some firsthand 
information on not only the work that has been done under this pro- 
gram but the possible future of it. 

Mr. Long, we would be glad to hear from you now. Proceed in 
your own manner. You have a statement, I see. Would you like to 
read it? 

Mr. Lone. Thank you, Senator; yes, sir. 


STATEMENT OF ROBERT W. LONG, A NATIONAL DIRECTOR OF THE 
ASSOCIATED GENERAL CONTRACTORS OF AMERICA, INC., CHAIR- 
MAN OF THE ASSOCIATION’S CONTRACT FORMS AND SPECIFICA- 
TIONS COMMITTEE 


Mr. Lone. My name is Robert W. Long, managing partner of the 
Long Construction Co., Kansas City, Mo. My firm is engaged in 
building construction over most of this country, and has been in busi- 
ness almost 50 years. My own association with the firm has covered 
25 years. 

1 am chairman of the contract forms and specifications committee 
of the Associated General Contractors of America, Inc., and it is in 
this capacity that I appear before you today as a representative of 
more than 3,000 of the Nation’s leading building contractors, which 
comprise the building division of our association. 
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We appreciate the invitation of your chairman to appear before you 
today and discuss the status of the Federal Government’s construction 
program under Public Law 519, of the 83d Congress, that is the Pur- 
chase-Contract Act of 1954, and the various problems in connection 
therewith. 

First, let me say that it is estimated that over 80 percent of all of 
the contract construction work in the United States, dollar-wise, is 
done by members of the Associated General Contractors. 

The membership of our association has been kept fully advised with 
respect to this lease-purchase program through periodic bulletins from 
our national headquarters, as well as timely articles in the Constructor, 
the official publication of the Associated General Contractors, and 
which is published monthly. We have endeavored to give as wide a 
publicity as possible in order to engender interest in the program on 
the part of our members. We have furnished each one of our 102 
building chapters with sample bidding documents. 

As you know, when the initial projects were first put on the market— 
namely, the United States Post Office and Courthouse, Rock Island, 
Ill.; United States Post Office and Courthouse in Council Bluffs, Iowa, 
and the Public Health Service Communicable Disease Center in At- 

lanta, Ga., bids were invited in three categories: (1) construction and 
‘ installment sale to the Government, (2) construction only, and (3) 
financing and installment sale. 

As a result, several bids were received for construction only, a few 
combination bids for construction and installment sale were received 
but no financing bids were received. Hence contractors who had bid 
on construction only wasted their time and money as there were no 
financing bids with which the low construction bid could be com- 
bined. As a result only the Rock Island job was awarded. Com- 
bined or “package” bids on the other two jobs were rejected. 

Shortly thereafter in October 1956 a conference was held with offi- 
cials of the General Services Administration and representatives of 
the Associated General Contractors of America, for the purpose of 
determining, if possible, the major obstacles confronting contractors 
when bidding lease-purchase projects and which may have caused a 
lack of interest in the program and failure to submit bids, It appeared 
at that time that the major difficulty in the program was the inability 
of both the Government and individual contractors to interest lending 
institutions in investing in these projects at a 4 percent maximum 
interest rate. 

Following the conference the Associated General Contractors sent 
a letter of inquiry to all of its members who were reported to have 
taken out bidding documents for the three projects I have referred to 
and who failed to submit a bid, asking the reason or reasons for not 
bidding. Thirty-three contractors were contacted. Seventeen replies 
were received of which 12 stated that it was impossible to interest fi- 
nancing institutions in long-term investments at a 4 percent interest 
rate. Others had requested the bidding documents only in order to 
acquaint themselves with the program. This information was sub- 
mitted to the General Services Administration. 

Then in November 1956, General Services Administration revised 
its bidding requirements such as to provide, among other things, for 
a package bid only, that is, for construction and financing—that is 
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installment sale to the Government—the terms to be 10 or 25 years with 
bidders having the option of bidding on either or both terms. 

The projects at Council Bluffs, lowa, and Atlanta, Ga., were re- 
advertised for bids—to have been received on December 20 last— 
under this new procedure, plus six other projects. No bids were 
received for the building at Green Bay, Wis. and the Federal office 
building at Huntington, W. Va. For Council Bluffs, lowa—rebid— 
two bids received both exceeded the maximum amount that General 
Services Administration can spend for the project. 

Two bids were received for Abingdon, Va. One exceeded the 
authorized cost and the other was not responsive to the invitation. 
One bid each was received for a post office and courthouse at Kansas 
City, Kans., and a Communicable Disease Center at Atlanta, Ga., and 
a Federal office building at Albuquerque, N. Mex. Two bids were 
received for a Federal building at Burlington, Iowa, 

From my own experience, let. me point out that my firm, in good 
faith and after consider: able expenditure of time and money, sub- 
mitted a completely responsive bid on the Kansas City, Kans., project. 
It is safe to say that the total expenditure of ourselves, our financial 
group, our suppliers and subcontractors aggregated $10,000 in as- 
sembling this proposal and we posted a $25,000 check as security for 
its acceptance. We turned out to be the only bidder and our bid was 
rejected as being too high. I have subsequently learned that the esti- 
mate against which our bid was compared lacked two important ele- 
ments of cost: first, the estimate was made considerably in advance of 
the bid date and did not recognize the average annual increase in 
building costs of 7 percent which has been occurring since World War 
IT; and, secondly, the estimate had no factor in it to reflect the dis- 
count a 4 percent loan would carry. 

Again we contacted all members of the Associated General Con- 
tractors who had taken out bidding documents for these projects and 
who had failed to submit a bid, asking for the reason or reasons for not 
bidding. Forty-nine contractors were so contacted. Twenty-four 
replies were received which indicated that it was difficult to obtain 
long-term financing at 4 percent interest and in addition several other 
reasons were set forth as to why some of the requirements of the pro- 
gram were unattractive to contractors and/or investors. 

From my own recent experience, I can tell you gentlemen that there 
is unemployment in the building trades: for example, in Detroit where 
we are desperately trying to finish an office building, the painters are 
on a 4-day week to spread the work and so far we cannot break the 
bottleneck; in Kansas City there are several thousand skilled and 
unskilled building tradesmen that have been without work all through 
the winter: in Denver where we also do work there are plenty of men 
available for the work now underway. 

Our conclusions from a review of these facts are: 

First, many Government agencies are competing at variance in the 
money markets; for e xample, the Maritime Commission can guarantee 
shipbuilding loans at interest rates in excess of 5 percent and other 
agencies can guarantee loans at rates in excess of 4 percent. 

Secondly, the General Services Administration is hampered by too 
low estimates that have not similarly hindered the Capehart housing 
program operating under similar financial and building arrangements. 
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Thirdly, the 4-percent limitation can operate the same as any other 
arbitrary limitation, but the General Services Administration and the 
Congress must realize that competition will set the real interest rate 
and the temporary tight condition of the money market should be rec- 
ognized for what it is, in the same fashion as private industry and 
State and local taxing authorities are recognizing it. 

Fourth, the proposed method of acquiring p roperty over its useful 
life is in accordance with good business and accounting practice and is 
a device commonly used by companies seeking to conserve cash appro- 
priations. 

The fifth conclusion is that many smaller contractors are unfamiliar 
with financing arrangements and like to be assured that they, or at 
least some competitor, will succeed in getting business from the pro- 
gram before spending the time and money needed to assemble a bid. 

Our recommendations are: 

First, that the General Services Administration award contracts 
on which they now have firm responsive proposals so as to jet the 
financing and construction industry know they mean business. This 
move, more than any other, will incite competition on subsequent work. 
Both of these industries are used to meeting far greater challenges 
than this and Congress shouldn’t let a few minor technical difficulties 
at the outset disrupt a logical, sensible, and necessary program. 

Secondly, there is ample capacity in the designing and construc- 
tion industry to absorb this program in an or derly manner. I am 
informed that there is likewise sufficient capacity in financial circles 
to assimilate an orderly program such as this and that the real interest 

rate will seek its proper level. 

Thirdly, in my own experience in many communities this work is 
needed now to bolster employment in the construction trades, and I am 
informed by our financial associates that loans are available at a com- 
petitive price. 

That concludes my formal statement, Senator. 

Senator McNamara. Thank you very much. I think you have made 
a very interesting statement. Iam sure your conclusions particularly 
will be helpful as well as the rest of the information here. We will 
give serious consideration to your recommendations, you can be sure. 

We are concerned, naturally, that on some of these projects that 
you mention, there have been no bidders and you think it is largely 
due to the financial set up involved, not to the lack of available con- 
tractors and that is interesting. 

Mr. Lone. Yes, sir; I would say it takes some doing to put one of 
these deals together and everyone is not familiar with it, but it can be 
done. 

Senator McNamara. I suppose it costs a contractor thousands of 
dollars to figure a good-sized job? 

Mr. Lona. Yes, sir; I think the big deterrent has been with the one 
exception there has never been a job ‘Tet under this program and most 
people think they just do not mean business. That is the point. 
And why spend $10,000 to put a bid together if there is not much 
chance of having it accepted. 

Senator McNamara. Now, on page 4 you make reference to a dis- 
count by the financial organizations beyond the 4 percent interest. Is 
that a substantial amount generally? Would it amount to another 1 
percent or more or less ? 
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Mr. Lone. I can give you an example. Of course, right now you 
are trying to market. this program in an unusually tight situation, 
it may or may not stay the same. I have no way of knowing. But 
what I mean by the discount is that if you want to borrow $2 million, 
as a figure, and if you were willing to pay 5 percent—stated 5 percent 
interest rate why, you could borrow it at no discount. You get your 
$2 million and you pay 5-percent amortization on the loan. Under 
the present, you might have to borrow on $200,000, $100,000, or $2,000 
and pay it back at 4 percent in order to attract the investor. So, the 
discount might be 5 or 10 percent on the amount of the loan. 

Senator McNamara. On page 5 you make reference to the tem- 
porary tight money situation. Are you not being a little optimistic ? 
Do you think you can see the end of this tight money situation? 

Mr. Lone. Sir, that is not my business. I have been told by some 
people in the money markets that they think that the peak has passed 
on the tight-money market situation. 

Senator McNamara. Well, you a the term “temporsry” and we 
are concerned by it because the GSA and the Post Office Department 
used the same phrase, “temporary--4emporarily laying aside this 
program,” and when we asked them to explain the use of the word 
“temporary” rather than “indefinite” they wind up with a deter- 
mination that sounds more indefinite than temporary and I thought 
maybe you could see the end of it and that is why you use the term. 

Mr. Lone. No; I do not use it in the same sense. My point is this, 
we have temporary markets in cement, we have temporary markets 
in steel, this is only another commodity, money. We have to buy it 
the same way we buy steel and cement. That picture fluctuates con- 
tinually. Sometimes we can get steel on quick delivery and sometimes 
we cannot. As far as I am concerned the discount that applies is 
only a temporary picture, it may be more, I am not saying it will be 
less, at least it is a fluctuating business. 

Senator McNamara. I am interested that the Army under the 
so-called Capehart housing program with similar financing is able 
to do considerable building. We get reports that they are not doing 
enough, there is still great need for better quarters for Army per- 
sonnel, 

But, is it your experience that they are really going ahead on the 
Capehart program ? 

Mr. Lone. They are awarding contracts, that is the experience, 
under a 4 percent interest, rate. 

Senator McNamara, They are not building very much. 

Mr. Lone. I do not know, they are getting responsive bids with 
a 4-percent limitation. 

Senator McNamara. What would be the difference in GSA’s pro- 
cedure and the C apehart housing procedure, the General Services 
handles that, too. What is the distinction with these projects that 
you know of ? 

Mr. Lone. The only distinction that under the Capehart housing 
program they provide for partial payments to the contractor as the 
work proceeds. Under the GSA program there is no partial pay- 
ment during construction, That means that the contractor has to 
arrange his interim financing. Other than that it is essentially the 
same type of arrangement. 
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Senator Kucuer. In other words, you have an appropriation by 
Corigress in one instance to purchase a piece of construction and in 
this program you do not, you have an appropriation by Congress which 
witli equal the so- called lease- -purchase monthly payments ? 

Mr. Lona. Well, as I understand it, Senator, the Capehart program 
is a guaranteed loan. 

Senator Kucuet. How does the Capehart program work as far as 
payments are concerned ? 

Mr. Lone. It is a complete package arrangement, mortgagor-build- 
er arrangement whereby the mor teagor- builder goes in and builds it on 
a lease basis. 

Senator Kucuer. What is the length of the contract usually ? 

Mr. Lona. Twenty-five years. 

Senator Kucuet. In the case of Capehart housing? 

Mr. Lone. Yes, sir; with an option for prepayment at the end of 
6 years. 

Senator Kucuen. Well then, what is the difference between the two? 

Mr. Lone. I say the only essential difference is they provide for 
interim payments as you go along. 

Senator McNamara. When the job is 25 percent completed they 
make a partial payment under the program. 

Mr. Lone. Under this GSA program they do not. 

Senator McNamara. They do not have to totally finish it, they can 
get some money before it is finished, as the job progresses. 

Senator Case. Mr. Chairman, it is not a case under the Capehart 
housing program of the Government putting up the money, the 
sponsor puts up the money, puts up a complete package. 

Mr. Lona. That is correct, just the same as this, so essentially there 
is no difference. 

Senator McNamara. But strangely we find contractors in this hous- 
ing field more responsive than in ‘the lar ger jobs, is that right? 

Mr. Lone. Well, the Capehart program fits their type of operation 
better than the so-called industrial contract. 

Senator McNamara. And at this point there is less competition in 
the housing field, contractors who are set up to do housing are seek- 
ing work more than the heavy building, if you would term it that way. 

Mr. Lona. Well, the heavy builders. are seeking it, too. 

Senator McNamara. Well, they are always seeking it, regardless of 
the market, but I mean the housing industry is off according to all 
— and proportionately, I should not use the term “hungry” be- 

‘ause contractors do not get hungry these days Apparently you 
agree with the General Services Administration that if the rate were 
5 percent it would be a better chance for this program operating? 

Mr. Lone. Well, may I state it this way. If the rate were stipulated 
at 5 percent there would be no discount on the loans, I am assured 
of that. It will still work at 4 percent stipulated rate but it is going 
to be paid out, that discount would be paid out over the length of the 
Joan. 

Senator McNamara. So, the interest you point out means nothing? 

Mr. Lone. You can call it X percent, it is going to seek its own 
level by terms of the discount. Five percent some d: ay would be too 
high and you would get a premium for a 5 percent interest. 

Senator McNamara. You say the General Services Administration 
awarded contracts for which they have firm responsive proposals ? 
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Mr. Lone. We recommend that is what they so do. 

Senator McNamara. So as to let the financial construction know 
they mean business. How many such contracts do you think they 
would be in a position to let? Have you any idea? Very few or 
many ¢ 

Mr. Lone. Well, they have only taken bids on six to my understand- 
ing. 

Senator McNamara. And you think that all of those six could be 
handled according to this recommendation ? 

Mr. Lona. Yes, sir. 

Senator McNamara. You think the bids they received were very 
little in excess of it 

Mr. Lona. Of course, I only know our own bid and ours was all 
right. 

Senator McNamara. Within that 7 percent, you said there was a 2- 
year lag so that would be a 14 percent. 

Mr. Lone. Something like 2 years ago. 

Senator McNamara. You think your bids 

Mr. Lone (interposing). We have rechecked it and we know. 

Senator McNamara. Well, gentlemen, Senator Case? 

Senator Case. Senator Kuchel. 

Senator McNamara. Senator Kuchel. 

Senator Kucuen.. Well, let me ask a couple more questions to get a 
little education. 

Would you think there is a good analogy between the lease-purchase 
program and the Capehart housing program as far as the building 
industry is concerned ¢ 

Mr. Lone. Yes, sir. 

Senator McNamara. You are dealing with two different types of 
contractor, you know that ? 

Senator Kucuen. All right, and in view of that you think there 
still is an analogy ? 

Mr. Lona. Yes, sir. 

Senator Kvouev. You think it is a sound comparison, that the 
industry is going ahead on one and in the other it is not, but the reasons 
for success of each are about the same ? 

Mr. Lone. Yes, sir. I mean, I do not think this program has had a 
chance, under this type of an operation, bear in mind our recitation 
of the history points out that whereas they have been fooling around 
with the program for 2 years they have actually only asked for a pack- 
age deal on one set of bids that were received December 20, that is 
(§; jobs, and they got bids on 4 of the 6, or some such thing as that. 
And then the whole thing blew apart, that is the only time. 

Senator Kucnen. Why did it blow apart? 

Senator Casr. He has put the finger on the thing that has not been 
stated before, the Capehart program proceeds from the financing end 
or a package job, if you will pardon me for interrupting, Mr. Chair- 
man. 

Senator McNamara. You may go ahead. 

Senator Casr. I think this is a very significant thing, but where 
they ask for bids on construction only, on construction and installment 
sale, or on financing and installment sale, there was no tieup between 
the contractor and the financer. 

Mr. Lone. And the money, that is correct. 
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Senator Case. And the man who put in the bid for construction 
alone he just wasted his time because he did not know whether any- 
body was going to come forward with the financing, and there is no 
coordination between the financing and the construction. With your 
Capehart or Wherry housing, your sponsor comes up and says, “I 
have the money to do this job.” He gets an insured loan from some 
financial institution or borrows the money somewhere, he says, “I 
make a proposal that I will build this.” Now, in turn if he gets the 
contract or he gets the job, he may go then to a contractor or he may 
have gone to a contractor before, probably did, so that he knew what 
he could do. But the contractor’s phase of it was encompassed by 
the proposal that he made to do the job; it was part of it, so to speak. 
He knew what he could do with his financing, but where the GSA, or 
if the post office did the same thing, where they asked for separate 
bids there was no coordination. 

Senator Kucnuer. Let me ask then on that point with respect to 
the Kansas City bid, what kind of an offer did the General Services 
Administration request? Did it request a bid from a contractor and 
then also some kind of a proposal from a person who would finance 
the project ? 

Mr. Lone. We went out under the new program, which was a single 
all-inclusive package bid. 

Senator Kucnev. And how was your package bid arrived at? What 
kind of a bid did you make? 

Mr. Lone. You mean in doilars or in what type? 

Senator Kucuer. Well, I mean in dollars, in provision to enter 
into a contract to build a building and then sell it to the Government 
on periodic payments ? 

Mr. Lone. All right: here is what we cid, to answer your question. 

Before we ever decided to take the time and money to put our bid 
together as a contractor, we got hold of a financial group that said 
“Yes, I think we can find the money for you.” So, they went to work 
in New York to find the money and we went to work to find out how 
much money we were going to need, and prior to the letting we got 
our heads together and came up with an overall deal where we would 
finance it and build it. We posted a certified check to guarantee our 
bid. Our bid was $2,283,000, and at the time of the letting the Govern- 
ment estimate was read and it was $2,393,000. Now, we thought we 
had a job, everybody said, “Fine, that sounds good.” 

Well, then it turned out later that the $2,393,000 had land in it, it 
had architect’s fee, Government direct administrative costs, and gosh 
only knows what else it had. 

What they considered to be a proper construction price was about 
a million eight or nine alone. Well, no, construction and financing 

rice was a million nine alone, so they invited us to come back to 

Vashington to negotiate further, which was supposed to have taken 

place yesterday which, us you know, has since been canceled. So, in 
preparation with that we went back with every one of our suppliers, 
every one of our subcontractors, and said, “Tet’s see if there is any 
“fat” in this estimate; can we get it out in preparation for this nego- 
tiation ?” 

We came up within just a very few dollars with what we originally 
thought. It was as tight a bid as we could get. Then we found out 
that the Government’s estimate made almost 2 years ago, which would 
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be somewhere around 10 or 14 percent increase in cost which they 
did not account for and also they figured that you could get 4 percent 
money at no discount, which has not been the case in the last few years, 
so by the time you add those 2 margins in there you reach a agure in 
excess of the cost had their estimate been realistic within the face of 
those 2 increases. 

Senator Kucuen. Why do you think there was such a timelag of 2 
years between the estimates that the GSA made—— 

Mr. Lone (interposing). I have been told that the plans on that 
job alone made seven round trips between Washington and Kansas 
City in fixing something here and changing something there, and as 
you know, that just takes a lot of time and they made the estimate and 
made the original submittal to the Bureau of the Budget in 1954. 

Senator Kucnen. Well, now, why did you not consider the acquisi- 
tion of the real property in the bids you made? Was it that the GSA 
offer was not clear on that point ? 

Mr. Lone. No; it was clear. 

Senator Kucuev. Well then, why did you not do it? 

Mr. Lone. No; they furnish it to you for a dollar a year. 

Senator McNamara. He bid on specifications and the land was not 
part of it. 

Mr. Lone. They had already acquired the land, that was in their 
estimated cost and not in mine, in their overall estimated cost of the 
project, do you follow me? 

Senator Kucne:. Then your bid was not responsive-—— 

Mr. Lone (interposing). I did not make myself clear. Their esti- 
mate of $2,393,000 included the architect fee, I did not pay the archi- 


tect, it included the land acquisition cost, I did not pay for the land, 
they bought it and they provided it to us for a dollar a year. So, in 
their estimate they have a lot of other things that are not in my con- 
tract, so, —s those other things away from their estimates it lowers 


their estimated cost to considerably under our proposed price. 

Senator Kucuev. That was not clear at the time you made your bid? 

Mr. Lone. When they read the Government estimate they did not 
specify what was in the estimate. As far as I knew it was on the part 
we were to do. 

Senator Kucue.t. How does the Capehart housing work on that 
score? Does the Government in instances own the property on which 
housing is going to be erected ? 

Mr. Lone. Sir, I never bid, I cannot tell you. 

Senator McNamara. Generally, I am sure they do. 

Senator Case. That can be 1 of 2 ways. Either the sponsor may use 
land which he acquires or in some instances it may be land which is 
acquired by the military installation and they turn it over to the spon- 
sor under a long-term arrangement. The latter is being done more 
and more, or was at the end of the Wherry projects, and is being done 
in the Capehart projects as a means of getting the property on tax- 
exempt land so that in turn it reduces the rental requirement of the 
military personnel. 

Senator McNamara. That is right. 

I wanted to ask a questionfi Senator. Do you want to pursue that? 
Go ahead. 
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Senator Kucue.. Just one more question. If you had made your 
bid 2 years earlier when the first GSA decision on this particular 
project was made? Would you have been in line then? 

Mr. Lone. Yes, sir. 

Senator Kucuz.. So, what was wrong with this program in that 
instance was the delay of 2 years by the staff of GSA! 

Senator McNamara. The increased cost in the interim, yes. 

Mr. Lone. Yes. I will just say that they do not ref flect the market 
situation as of the date the bid is taken. 

Senator McNamara. But it did reflect it 2 years earlier in your 
judgment ? 

Mr. Lona. Yes. 

Senator Kucuer. Well then, there is some incompetence down there. 

Senator McNamara. Well, you can so conclude; you cannot draw 
plans overnight. 

Mr. Lone. It still takes a lot of time to process it. 

Senator McNamara. Whether it is private industry or Govern- 
ment. 

Senator Kucurr. Let me : ask this, is 2 years a reasonable time? 

Senator McNamara. No; 2 years is not a reasonable time we all 
agree on that I am sure; may be 6 months would be a reasonable time: 
do you agree ? 

Mr. Lone. Yes; that would be pretty fast. 

Senator McNamara. But as it was pointed out the plans were sent 
back and forth several times. 

Mr. Lone. Seven times. 

Senator McNamara. They were sent back and forth from Wash- 
ington to Kansas City and it would seem more logical to send a man 
or a couple of men out there that could do the job. 

Senator Case. In that connection, Mr. Chairman, I would like to 
observe that there has been a change in the administration of the GSA 
within the past year and my personal observation would make me 
optimistic to think that some of the operation of GSA might be 
changed under this new head. 

Senator McNamara. You say “change.” You mean improved? I 
am sure you mean improved. 

Senator Case. Yes; I think so. 

With your indulgence, Mr. Chairman, because I am not a member of 
the subeommittee—— 

Senator McNamara (interposing). We are glad you are here Sena- 
tor Case, you made a chiazibebion up to now and we know you are 
helping. 

Senator Casr. Well, Mr. Floete, who is the present head of the 
General Services Administration, was for merly the Assistant Secretary 
of Defense for Installations and as a member of the Armed Services 
Subcommittee on Military Construction, I had occasion to observe him 
through a period of about 3 years. During that period of time he had 
to do with Wherry housing and also with Capehart housing. He 
knows the problem there. 

He also had a good deal to do with the problem of military housing, 
both domestic and overseas. 

I personally think if Mr. Floete could be given a chance to go ahead 
on this program that you would see, as far as the General Services 
Administration, that he would put it on a workable and efficient basis. 
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You may remember that Mr. Floete came over to GSA within the 
past year and I do not think that the record that GSA had made in 
this field reflects the impact of his personality yet. 

General Services Administration has been a consolidation of a great 
many Federal agencies. The lease-purchase program was directly 
under the supervision of one party, whose name I am not going to 
mention, but under the administration of a party whose resignation 
was accepted within the past year or so a whether or not it was 
because of his influence or whether it was because of general pro- 
cedures in the GSA that this lag in consideration of the Kansas City 
cae was concerned, I do not know. I am not venturing to say 
that. 

I do know that there has been a change made both in the individual 
who was in charge of the lease-purchase section of GSA, and in the 
head of GSA within the past year. 

It is because of that, and because of our knowing that Mr. Floete 
in construction for the armed services made a distinct contribution 
that I personally regret that this stop order came on GSA. I would 
like to have seen him have a chance to work this thing through. Those 
of you who questioned him here yesterday must have been impressed 
by the fact he was not evasive; he is direct and frank and I think 
he expressed a confidence that this program could work. 

But he should be given an opportunity to put into effect such 
changes as he thinks are necessary to effect it. 

Senator Kucnuet. I think you are absolutely right. From the 
standpoint of the statute itself do you have any suggestions to the 
committee how it might be improved or do you think the statute that 
we passed is adequate? 

Mr. Lona. I think the program can work just as set up now. I 
think all that remains to be worked out are a few administrative de- 
tails. For example, what type of agreements will these lawyers for 
the lending agencies want to work out with General Services Admin- 
istration ? 

We have probed on that question. They say, “Well, we haven’t 
worked any out, we will be glad to sit down and work them out with 
you.” They want to, they are not throwing any roadblocks in the 
way. Ido not think there is any problem, but just do not let anybody 
think they are going to pay 4 percent for their money. 

Senator Kucnet. Since that is not in the law, and since that ap- 
parently is your idea of a big stumbling block, it is a problem of the 
administration of the statute rather than the statute itself? 

Mr. Lone. That is right, the administration itself, I do not see any 
problem. The industry wants it and needs it. 

Senator Kucuen. When does this run out? 

Senator McNamara. The last week of July. 

Do you think, then, that if this is given a fair trial that we will get 
what is considered reasonable competition on these jobs? 

Mr. Lone. Yes, sir; I am sure of that. All General Services has 
to do is let some of these jobs and show the people that they mean 
business and people will be building jobs under them. 

Senator McNamara. Otherwise contractors are reluctant to put 
thousands of dollars into bidding because they have.got the idea now, 
well, this will not be built anyway, what’s the use of wasting our 
money ¢ 
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Mr. Lone. That is right. 

Senator Kucux.. I think the first thing is for you or perhaps the 
whole Public Works Committee to extend that statute. If it is going 
to run out we are wasting our time talking about it. 

Senator McNamara. We want to reach our conclusion. ‘Tomorrow 
will be the end of these hearings. We will get together. I do not 
think we should jump the gun. 

Senator Kucuet. Is there any bill—— 

Senator McNamara. Senator Case has a bill. It was inserted in 
the record yesterday. 

Senator Case. Well, Mr. Chairman, I think that the idea of extend- 
ing the date for the lease-purchase act itself ought to be considered 
on its merits directly. The bill that I am introducing is not a sub- 
stitute for that. 

Senator McNamara. We could recommend that to the Public Works 
Committee as a whole, but that is the only action we could take as 
a subcommittee. We will give serious consideration to that, cer- 
tainly after tomorrow’s hearings, when we expect to conclude these 
hearings. 

Well, thank you, Mr. Long, I think you have made an excellent 
contribution and we appreciate your cooperation very much. 

Mr. Leon Hirsh of Oklahoma City is here. Mr. Hirsh, we would 
be glad to hear from you at this time, sir. 

Senator Case. Mr. Chairman, just for the continuity of the record, 
the clerk, Mr. Sneed, reminds us that the projects which have been 
processed can go ahead and the time limit in the present statute only 
relates to the consideration 

Senator Kucnet. No, those are good. Those are good at the price 
we approved so that if you are going to have 

Senator McNamara. We can amend 

Senator Kucner. That means resubmission of every one of those. 

Senator McNamara. That is up to GSA. 

Senator Case. Without a change in the date you cannot consider 
projects that will not up to that time, have not been submitted to the 
committee. 

Senator McNamara. The appropriations that have been made for 
projects will continue even if the date is passed. That is the way the 
regulation reads. 

Senator Kucue.. The projects that receive the statutory approval 
of these two committees are under the stated time. 

Senator McNamara. Furthermore, we have been advised by GSA 
that even if they are not good they would not do it because it would 
add to the inflationary pressures. So, it seems that we are in kind of 
a bad spot as far as getting the bill, to meet all of the requirements 
you are still going to wind up not getting anything built according 
to the present administrative order. 

Mr. McBripe. Mr. Chairman, Senator Kerr regrets very much that 
he was delayed in getting here but he asked that I introduce Mr. 
Hirsh to the committee. Mr. Hirsh has a statement that I am sure 
will be profitable to the committee. 

Senator McNamara. Mr. Hirsh, we are glad to have you here and 
we are sorry, too, that Senator Kerr cannot be present. We know he 
has several other committees and that is why he is not here. 

Do you have a prepared statement ? 
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Mr. Hirsu. Thank you so much, sir. Due to this vocal trouble 
that I have, I would like to file my prepared statement rather than 
to read it and I will then attempt to summarize generally its contents. 

Senator McNamara. We will be glad to have you proceed in that 
manner and you go right ahead and summarize. 

(The prepared statement of Mr. Hirsh follows :) 


STATEMENT orf LEON S8, Hr®sH, ofr OKLAHOMA CITY, RE ACQUISITION Or PERMANENT 
FEepeRAL FAcILITIRES WITH PRIVATE CAPITAL 


At the outset of this discussion, it probably would be proper to describe the 
nature of my work. 

I am, principally, a financial legal consultant. A major portion of my en- 
deavors is devoted to the legal and economic phases of the procurement of 
investment capital by corporate and municipal entities. My clients are would-be 
debtors or their investment bankers; and my services consist of the development 
of securities in such form as to enable my clients to market them, at terms most 
favorable to themselves, to professional investors—not by promotional sale. 

The product of my efforts is an investment security. Its value is measured 
by the degree of its acceptance on the investment market. So, to produce a 
security of maximum acceptability involves not only legal training, but the 
application of economics and some experience in investment practices. 

The Gist‘nguished former Governor of Oklahoma, now our Senator, paid me 
the compliment of requesting that I make to this committee a statement of my 
observations concerning the Installment-Purchase Act of 1954; and to explain 
how we have sought to implement it to obtain needed Federal projects in 
Oklahoma. 

Before embarking on any such discussion, however, a few of the major prin- 
ciples, which affect our thinking on this subject, should be restated : 

First. There is a constantly recurring need for the construction of facilities 
for the permanent activities of the Federal Government. Not only have many 
existing facilities become obsolete or inadequate, but the progressive expansion 
of governmental services—dominated by your constituents—has required a cor- 
responding expansion of the physical facilities necessary to render those services. 

Second. The national economy just will not permit direct appropriation of 
the funds necessary to construct those new and enlarged physical facilities. 
The budget is already “straining at the seams’; and any further increase in the 
national debt would involve many undesirable economic consequences. Not the 
least of those is the inevitable inflationary influence of any enchantment of 
the Federal debt—the issuance of more negotiable paper which, in effect, 
is but another form of currency. And, added to that is the very remote like- 
lihood of the retirement of any Federal debt once that it is ineurred. 

Third. Except at relatively rare periods, private capital actively is seeking 
places for sound investment. In fact, most of our large accumulations of pri- 
vate capital—such as those in insuranee companies, pension funds, and bank- 
ing institutions—positively require investment to enable them to function in 
their respective spheres. 

Fourth. Facilities presently rented by the Government actually are pro- 
vided by private capital, the rent paid by the Government being the investment 
return to the investor: hut snch method of procurement—rental for short 
term—necessarily results in facilities only partly adapted to the governmental 
requirements. This, because the investor must have a property with other utility 
in case the Government terminates its lease. 

Fifth. Facilities exactly adapted to the governmental requirements can be 
procured from private investment if the governmental rentals can be insured 
for a sufficiently long period to guarantee the investor not only a return on his 
investment but a return of his investment. 

But, if this be done, and the Government should pay not only a profit to the 
investor, but also should repay the investment itself, the Government properly 
should own the facility at that time. 

All of the foregoing, of course, are the basic principles which induced enact- 
ment of the Installment-Purchase Act of 1954. 

So far as I have been able to ascertain, there has been only one reason that 
the act has not performed its desired function. It has not been for any lack 
of private capital, for many billions of dollars of private capital have been poured 
into other public projects—even into “reyenue” issues for turnpikes—while this 
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act has been on the statute books. The reason is that private capital just will 
not invest money in the type of security that has been offered, at the interest 
rate which the Government desires the security to bear. 

So, before there Gan be any hope of wide utilization the machinery of the act, 
either. the type of security offered to the investor must be changed, or the 
Government must be prepared to pay installments amortized on a higher in- 
terest rate. 

The subject must be approached realistically. The borrower of money does 
not fix the interest rate. Neither does the investment banker. The latter is 
only’ a merchant of securities; and his merchandies must be priced at what 
investors will pay for that particular type of security. 

Many factors go into the pricing of a marketable security. ‘Those factors are 
well known by the experienced men who control the investment of large accumu- 
lations of capital. And those men are amply competent to apply those factors 
to any security in which they are asked to invest the “other people’s money” 
entrusted to their care and sagacity. Many of those factors I do not thoroughly 
understand—if I did, I probably would be employed in that field—but I do 
recognize their existence and conform my work to their requirements. 

In the past, the type of investment that has been offered, under the Installment- 
Purchase Act, has been similar to a real-estate mortgage. Hence, the interest 
rate which it must bear cannot be expected to be materially better than the 
current interest rate on real-estate mortgages. 

That the Federal Government is the mortgagor does not appreciably change 
the competitive approach to investors. In fact, the Federal Government is not 
too good a “moral risk” for an investor in this type of security. Past experience 
reveals deliberately broken post office leases where the lessor was forced to go to 
the court of claims for relief. And only too well known is the difficulty of 
procuring appropriations—multiplied by the necessity for recurring ones—to 
meet installments to come due over.a long term of years. 

However, the Installment-Purchase Act, with a very few amendments or even 
possibly with some binding interpretations, can well serve to support the issuance 
of a security that can command a lower interest rate than has been offered 
heretofore. 

We, in Oklahoma, have laid the groundwork for such a utilization of the act. 
Other States can do likewise through a similar vehicle. And, if other States 
want their Federal facilities constructed as much as we Oklahomans want some 
that have been promised to us, the entire Federal installment-purchase program 
ean “get off the ground’—with its attendant benefits and advantages—-and at 
a relatively low cost to the Government. 

By lending the cooperation of our State to our Federal Government, Okla- 
homans recently financed the construction of a Civil Aeronautics Authority Train- 
ing Center, to cost on completion approximately $15 million, the securities for 
which are principally supported by a mere lease of the facilities by the Govern- 
ment. I, personally, had no part in that project, but the vehicle used was one 
that I had developed and which I am regularly utilizing in the financing of 
municipal improvements on a self-liquidating basis from revenues—without 
tax levies. 

We now have pending, in the office of the Administrator of General Services, a 
project for the construction of a badly needed Federal courts building in Okla- 
homa City. That project had been pending for more than 2 years, without a 
practicable or acceptable means of financing it, until we finally provided a 
financing vehicle that, in all probability, now will enable its completion at 
reasonable money costs to the Government. 

The idea in back of our efforts was to convert the security, to be offered to 
investors, from a mortgage-type security to a municipal-bond-type security, 
thereby offering a kind of obligation which ordinarily commands a lower interest 
rate in the competitive money market. 

Some 7 or 8 years ago, I chanced to discover a long-neglected principle of law, 
briefly and generally to the effect that a common-law trust, created for the ver- 
formance of a governmental function and with a governmental entity as the sole 
beneficiary, would be cloaked with all the privileges and immunities of its 
governmental beneficiary. 

The importance of this discovery to Oklahoma municipal finance may be un- 
derstood when it is explained that Oklahoma municipalities were prohibited 
eonstitutionally from issuing self-liquidating or so-called revenue bonds. Our 
constitution was adopted before that type of financing had proved its efficacy, 
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and many desirable municipal improvements were being deferred rather than 
to issue tax-levy supported obligations. 

However, by creating a trust to hold title to the revenue-producing proprety, 
the trustees borrowing the money to make the improvements needed, and pledg- 
ing the revenues to repayment of the loan, it became possible to avail ourselves 
of the advantages of municipal revenue financing without transgressing the 
constitutional inhibitions, 

Legally, governmental trusts are as fully authorized, without special legisla- 
tion, as are any of the other forms of trust relationship. 

However, in order to comply with the requirements of bond-market attorneys, 
I prevailed on the Oklahoma Legislature to pass a law, actualJy only declaratory 
of the common law in all important particulars, explicitly authorizing the 
creation of such trusts. And the plan has been before our supreme court in two 
cases, in both of which the court has sustained—as it hardly could do other- 
wise—its validity. 

The property of such a trust has full immunity from property taxation the 
same as other governmentally owned property. The obligations’issued by such 
a trust are as tax-exempt as State or municipal bonds. This latter has been es- 
tablished by rulings of the Treasury Department. 

Fence, in Oklahoma, without need for special legislation in each instance, we 
have been able to create a “revenue” security which can compete favorably in 
the money market, for interest rates, with “municipal” bonds issued by the 
State or its subdivisions, 

The CAA Training Center at Oklahoma City was built by such a trust; and 
its bonds were successfully marketed on the municipal-bond market even thongh 
they. had many elements of speculation involved, due to lack of full guaranty 
of Federal rentals for the entire term of the bonds. Had they been supported 
by such a guaranty, they would have commanded an even more favorable interest 
rate. 

When we found that our badly needed Federal courts building project was 
lagging, we created a trust which we called the Oklahoma Public Works Au- 
thority. The Governor selected, as trustees, five men of outstanding reputation 
and unimpeachable character. And this trust has offered to the Administrator 
of General Services to lend its aid in the construction and financing of ur 
Federal courts building. 

If the Administrator accepts that offer of aid, the annual costs to the Govern- 
ment, under the installment-purchase act, will be far below any previously con- 
templated figure. 

In the first place, the securities issued to defray the cost will compete, for 
interest rates, in the municipal bond market instead of the mortgage market. 
And, even if the interest rate should bé more than the current rate for direct. 
Government obligations, the freedom of the property from ad valorem taxation 
will more than save the excess. 

For the property, with interim title in the State trust, will not be subject to 
property taxes as it would be if in the hands of a private investor. ' (Naturaily, 
the annual payments that the Government would be obliged to make to a private 
investor necessarily would include such taxes.) Oklahoma really doesn’t care 
about taxing that Federal courts building. The people of the State would much 
rather have the facility itself—for their convenience and civic pride—than to 
collect the relatively small amount of taxes it would produce. This is an entirely 
different sort of project than the removing of a huge tract from the tax rolls, 
thereby destroying the tax base of a governmental subdivision, 

In the second place, the construction contractor will not be obliged to finance 
his costs during construction. The trust will be able to pay his estimates as they 
are rendered. Certainly, the interest rate on the trust bonds will be less than 
that charged on a private construction loan. So there should be a somewhat 
lower construction bid for the project, too. 

And thirdly, the trust has no objective to make q profit out of: the transaction. 
The Federal Government will be obliged to pay, on its installment contract, only 
the amount necessary to service the bonds that the trust issues. 

Instead of annual installments approximating 10 percent to 15 percent, which 
would be necessary through private so-called package financing, the installments 
should not exceed more than 714 percent of the total project cost, and probably 
will be less than that. 

If the space were rented—as much space now is rented for Federal activities—— 
the cost to the Government would not be anywhere near as low as even 10 percent 
of the value of the property occupied, And, in rented space, the rents “go on 
forever.” 
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In Oklahoma's offer to lend its aid to the Federal Goverument on this project, 
we feel that we are accomplishing several desirable objectives. 

First. We are making financially, practicable a Federal building project which 
we, as Oklahomans, urgently need for our own convenience, and at the lowest 
possible construction cost. 

Second. We are providing to our Government a vehicle whereby it may obtain 
private capital for the project at the lowest interest cost which can be procured 
in a competitive money market. 

Third. We are providiug to our Government a vehicle whereby it may acquire 
the ownership of necessary facilities at a lesser cost than by renting them. 

Fourth. We are enabling our Government to complete a necessary project 
without our being bliged to compete with other equally necessary projects for 
coverage by lump-sum Federal appropriation, 

And fifth. We are furnishing a precedent for a noninflationary form of Fed- 
eral obligation which, unlike the conventional Federal debt, provides its own 
method of liquidation and actually does liquidate itself. 

Other States, as well as Oklahoma, can furnish their cooperation to the 
Government in order to procure for themselves their much desired and much- 
needed Federal projects. If their present laws do not afford sufficient flexibility, 
the enactment of trust-enabling legislation, similar to the Oklahoma law, should 
not be too difficult. Most State legislatures are now in session. 

And, if other States would do as Oklahoma has done—would offer to the Fed- 
eral Government the financial cloak to enable installment-purchase agreements 
to be marketed in the municipal bond market—a respectable proportion of the 
cost of Federal facility construction might well be transferred from the budget 
to private investors. 

In conclusion, I would like to add that my study of the Installment Purchase 
Act of 1954 has not disclosed many serious obstacles to the methods of financ- 
ing that have been here proposed. The law could be improved in some particu- 
lars with the resulting production of a better-marketable security and a small 
saving in interest rates. But the essence of my thesis is the State cooperation; 
and any amendments to the law which might be in contemplation should be 
directed largely to the fostering of that objective. It is through that medium 
that installment purchases may be most economically effected and the maximum 
nunfber of projects made possible. 


Mr. Hirscu. Gentlemen, principally my work is as a financial legal 
consultant. My principal work consists of preparing securities for 
acceptance in the market. I usually represent either debtors or their 
investment bankers and the product of any work is to design a secu- 
rity that will get the most favorable acceptance by professional in- 
vestors, not for general distribution. 

In Oklahoma we have developed a vehicle for revenue financing 
which has proved very good. Other States can use it equally as well, 
probably in some instances with a small amendment to their State 
statute. 

Its direct application to the matter now under discussion is this: 
That by the use of this vehicle we feel that we can offer to the Govern- 
ment a method of obtaining these projects at a much cheaper annual 
cost than any other method which has heretofore been offered. The 
substance of the proposition is this: The type of security which gen- 
erally has been offered by GSA, and is being offered, and by the Post 
Office Department, is of a nature which is competing with mortgage 
market money. 

We have devised a method whereby we can compete in the munic- 
ipal bond market for money, thereby getting the more favorable 
interest rates that that type money commands. 

As an example, there is one project in Oklahoma that could not 
have been financed at all, which was completed not long ago; I should 
say the financing was completed. I had no part in it, but they did 
use this vehicle which I had developed. 
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‘There was a $12 million training center desired at Oklahoma City. 
The State of Oklahoma itself created an authority under this trust 
plan of mine and through that vehicle, based purely on a 5-year lease 
from CAA with the option to renew, they were able to market the 
security. 

Now, I will admit that the rate at which that particular security 
was marketed was not a strictly municipal rate. They had to pay 5 
vears for it. But that was due almost completely to the fact that the 
revenues were not guaranteed for the entire term of the bonds, which 
introduced an element of speculation into the security that required a 
higher interest rate. 

We have now pending before the GSA a project for a very badly 
needed Federal court building in Oklahoma City. To enable the 
building of that building, which we in Oklahoma want very badly, as 
most of the communities do want the projects which have been 
scheduled, we created a trust known as the Oklahoma Public Works 
Authority. It was created by the Governor. He appointed five highly 
reputable gentlemen to be the trustees and that authority has offered to 
finance the project for GSA. 

1 am satisfied that it will be able to provide a net interest. cost to 
the Government much lower than the mortgage market because the 
bonds that will be issued will be tax free. It will also provide a 
cheaper annual cost to the Government because the improvements 
will belong to a State agency and they will be free from taxation. 

Now, with regard to the taxation locally, I might say this: That we 
in Oklahoma do not want to tax that Federal courts buildings. We 
prefer to have the convenience that that building will provide as a 
public service for our citizens, and I think that most States feel the 
same way about the projects of the nature which are here under con- 
sideration. 

The situation is entirely different from where large areas of land 
are taken from the tax rolls by the Government and the tax base of 
some subdivision completely destroyed. 

This particular vehicle would be most adaptable, I think, to the 
project that Senator Kuchel was discussing yesterday—Sacramento. 
He called attention to the fact that the city of Sacramento was even 
willing to put up its own money. I think, however, that a security can 
be designed around this type of vehicle which will give to the Govern- 
ment a cost of only the interest rate that the governmental instru- 
mentality has to pay plus a very small debt-servicing charge which 
probably would be required from a bank trustee for the bonds. 

From a rental standpoint this particular vehicle certainly can com- 
pete well with any of the rents that the Government might be obliged 
to pay such as was discussed by the Assistant Postmaster General 
yesterday. 

Privately owned property, if the Government rents it, has to in- 
volve 1 or 2 bad factors. If it is on a short-term lease then the prop- 
erty must be a multipurpose property. The man who owns the prop- 
erty cannot afford to design a property exclusively for governmental 
requirements if they are going to move out at the end of a short time. 

Ordinarily, if it is a long-term lease that renter, the lessor, is 
necessarily going to receive not only a profit on his investment but he 
is going to amortize the investment himself in the rental paid. 
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My understanding is that where a lessor or owner of property cus- 
tomarily rents property, he will expect to receive not less than 10, prob- 
ably 12, percent of the value of those improvements as an annual ren- 
tal. He can’t afford to do otherwise with the taxes that are involved. 
Under this plan the total cost of amortization of a public project under 
a lease-purchase agreement should not exceed 714 percent and prob- 
ably will be lower than that depending upon the interest rate that 
has to be paid in amortizing it over a period of 25 years. 

Now, in my mind that type of investment is actually noninflationary. 
It provides for the withdrawing from private sources of capital, of 
money which would go in other directions. It is using that money 
that is already there, and it also provides an automatic method of 
liquidation of the indebtedness which certainly is not done in regard 
to any Federal indebtedness. 

The cost to the Government by such a plan where the States or the 
municipality are willing to cooperate is unquestionably lower and the 
thing that I wanted to call the attention of the committee to was the 
availability of this plan which might in itself get the program off 
high center, so to speak, because of the unquestionably high costs 
that have been involved in it up to now. 

Now, that is about the gist of what I had to tell you gentlemen. 

Senator McNamara. Thank you. 

I would like to ask you who becomes the owner finally in this propo- 
sition such as the project you mentioned in Oklahoma ? 

Mr. Hirsu. Well, at the end of the deal when the money is paid 
back we expect the United States Government to own the property. 
Senator McNamara. Not the authority set up by the Governor? 

Mr. Hirsn. The authority is this, Senator: It is organized under the 
law of charitable trusts. 

Senator McNamara. Yes. 

Mr. Hiesn. Inasmuch as our State government rightfully may 
make contributions to the Federal Government as was done, for in- 
stance, in the District of Columbia, and it is well implanted in our 
Government that a State may make even financial contribution to its 
Government, so it becomes a State purpose to provide our National 
Government with facilities. 

We organize a trust, a State trust. It is a charitable trust for the 
purpose of providing facilities to the Federal Government. The Fed- 

eral Government in turn contracts with that trust to lease those facili- 
ties from it at a rental which will permit it to borrow the money to 
build the facilities. When the money is repaid the State does not 
want that facility. 

Senator McNamara. The title actually will be—— 

Mr. Hirsu. They get the title for a dollar, or for nothing, it can 
even go as a gift to the United States Government. 

Senator McNamara. But in the interim the title will remain in the 
State agency that was established by the appointment of these five 
people by the Governor; is that right? 

Mr. Hirsn. That is correct, sir. 

Senator McNamara. But at that point, after it is paid for, after 
the rentals have been paid to the point where the indebtedness is 
liquidated then it could—it could, but not necessarily would—be trans- 
ferred to the Federal Government unless there were a prior agreement. 
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Mr. Hirsu. If there were prior agreements on it. If there were 
not, of course, it would remain as a State facility for them to dispose 
of as they desired. 

Senator McNamara. I think you have a very interesting plan and 
I am sure Senator Kuchel has some comment or question. 

Senator Kucuen. Yesterday, when I was discussing the city of 
Sacramento, it was the opinion of the Administrator’s staff here that 
such a transaction would be perfectly legal under the present Federal 
lease-purchase law, would that be your opinion, too? 

Mr. Hirsu. Yes, sir; as far as any examination of the Jaw is con- 
cerned, I think that it could be improved, but that this plan which 
I have outlined can well be done within its present terms if some 
administrative constructions which well can be made within its word- 
ing are made. 

Senator Kucuen. And that was the tenor of the answer to the ques- 
tion yesterday that I asked. So that is very interesting and what you 
present here is a problem for local government or for State govern- 
ment to get its own statutory house in order so that it could make such 
a bid to the Federal Government in the specific problem. 

Mr. Hirsu. That is correct. Now we have done that in Oklahoma. 
Actually, Senator, there is no real statutory authorization necessary. 

Senator Kucuer. In Oklahoma? 

Mr. Hirsu. Yes; we have one. In order to satisfy the excessive, 
what I consider the excessive demands of the market upon market 
attorneys, we passed a law which was declaratory of the common law, 
actually. 

Senator McNamara. Spelled it out. 

Mr. Hirsw. And spelled it out, they were better satisfied with it. 

Senator Kucuen. But at least that is not the Federal Government’s 
problem ¢ 

Mr. Hirsu. No; but the thesis of what I am trying to say is that 
I believe that the local governments can materially aid in getting the 
Federal facilities that they so badly desired by 

Senator Kucuen. I think your suggestion is most intriguing and 
if municipalities across the country were interested and were able 
under the laws that govern them to make such a bid apparently there 
is no legal or statutory difficulty from the standpoint of General 
Services Administration involved. No amendment necessary to the 
Federal law. 

Mr. Hrrsu. Now, let me say this to you, gentlemen, that the interest 
rate on any type of an investment is det ermined by factors that are 
quite well known by the men who are in charge of large aggregations 
of capital. Those interest rates are directly fixed by those factors and 
in designing a security every effort, I think, should be made to meet 
the requirements for the cheapest interest rate that those people are 
Tne to give. 

Senator McNamara, And you find that the municipal bond rate is 
how much lower than what is commonly referred to as mortgage 
money. 

Mr. Hirsu. It should run a good 1 percent lower. 

Senator McNamara. About 1 percent. 

Mr. Hirsn. It will depend on various localities and various proj- 
ects. ‘My estimate is this, gentlemen, that if this plan of ours were 
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generally used it probably would start out requiring an interest rate 
of about 1 percent to 144 percent, that is on the first issue or two above 
the current United States Government bond rate. 

Senator McNamara, Which is what? 

Mr. Hresu. Running around 3.14 now, 3.14, 3.15. 

I believe, however, that as soon as the investment market becomes 
better acquainted with the issue that the interest rate will go down 
considerably. I mention particularly the interest rate at which turn- 
pike bonds originally had to be sold, until the money market became 
acquainted with them and as more and more turnpikes were sold the 
rates went down. 

Now, in this law as it now stands, there are two features which I 
do think would bear correction. One of them, although it also could 
be taken care of in the Attorney General’s opinion if he would be 
willing to give it, if there should be a positive obligation for the pay- 
ment of the annual installments. 

Senator KucHev. You can’t do that. 

Mr. Hirsu. It was done under Federal Housing, I have been ad- 
vised that the Attorney General’s office rendered such an opinion. 

Senator Kucuen. Then I would like to have the staff get that for 
us because—— 

(The opinion referred to is as follows :) 


OPINION OF THE ATTORNEY GENERAL OF THE UNITED STATES 


The Attorney General of the United States issued an opinion on May 15, 1958, 
on the annual contributions to local public housing authorities under the United 
States Housing Act, as follows: 

(a) The United States Housing Act of 1937, as amended, is valid and 
constitutional. 

(6) A contract to pay annual contributions entered into by the Public Housing 
Administration in conformance with the provisions of the act is valid and 
binding upon the United States. 

(c) The faith of the United States has been solemnly pledged to the payment 
of such contributions in the same terms its faith has been pledged to the pay- 
ment of its interest-bearing obligations. 

Mr. Hirsu. If you would like a reference to the opinion I would be 
glad to give it to you, sir. 

My understanding is that on or about May 15, 1953, the Attorney 
General issued an opinion to the effect that commitments made under 
the Housing Act with respect to guaranties and so forth was as bind- 
ing upon the Federal Government as commitments made in its own 
bonds. 

Now, I have been advised by the legal staff of the GSA that there 
are some differences in the wording of the Federal Housing Act and 
this particular deal. I do not want you to get the idea that that is an 
essential to the marketability of these securities. I say that if such a 
ruling or such wording could be provided then a somewhat cheaper 
interest rate would be available because one element of speculation 
would be removed from the bonds. 

The second thing I think is somewhat more important if you do 
continue the act, and that is that the act itself does not spell out the 
authority to the Administrator of General Services to contract for 
the premium that will be paid in case Congress appropriates the 
money to prepay the lease-purchase contract, because if the authority 
is to issue its bonds on the bond market these bonds cannot be well 
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sold with x prepayment privilege in there without a premium for 
prepayment which is the custom. 

Now. my understanding is that the Administrator of General 
Services, in his contracts, has been inserting a provision for a premiuia 
for such prepayment. However, I feel that either the Attorney Gen- . 
eral would have to say that that authority existed by reason of the 
general terms of the act or else that it should be spelled out in the act. : 
Otherwise under the act I believe that we can operate within it as . 
it now stands. | 






















































‘There is one feature that | don’t particularly understand the reason 
for. In regard to General Services construction, the statute mentions 
only installment purchases, it says nothing about leases. In the post . 
office section it is directly referred to as a lease-purchase. That wonld 
require some construction because I don’t know exactly what rights ! 
the Administrator of General Services has to oceupancy just because 
he, say, enters into an installment-purchase contract. | 

If it is in effect a lease-purchase, if that is what the intent of it is, 
and that also can be taken care of by construction, we can finance as 
well under it as we can under the post-office section. . 

Senator McNamara. Then you agree that there is in the law noth- 
ing that could not be administratively spelled out. 

Mr. Hirsu. No, sir, not a thing. 

Senator McNamara. All right, Senator Cotton, do you have any 
comment or question at this point? 

Senator Corron. No, Mr. Chairman, I came in late, but I have been 
very much interested in reading this. It sounds to me like something 
we ought to know very much about. 

Mr. Hirsn. Gentlemen, I thank you for your courtesy. 

Senator McNamara. Thank you very much for your plan. We think 
there is very much merit init. We can take it under consideration, you 
can be sure. 

Senator Kucner. I do want to say this, Mr. Chairman, it does 
present a novel question so far as municipalities are concerned with 
respect to the payment of taxes. I frankly have felt that the Federal 
Government ought to have some kind of so-called in lieu tax law and 
one of the reasons that this lease-purchase legislation appeared attrac- 
tive to local government was, of course, the provision quite obviously 
under the law, that during the lifetime of the contract the real prop- 
erty and the improvements would bear their share of ad valorem taxes. 

But if a municipality wanted to take advantage of what you have 
suggested here it, itself, would have to make the decision to bypass the 
taxes and go ahead for other reasons and enter into a contract. 

Mr. Hirsu. That is right. I think that entirely too much em- 
phasis has been put in the Congress on the taxability of these im- 
provements. The very nature of the improvements are such that they 
do not materially affect the local tax structure. 

Senator Kucuen. I could give you some examples in my State where 
I think I could demonstrate that that is not so. 

Mr. Hirsu. Well, there might be same places, but I think if they 
wanted it bad enough to come in here and offer it, like we are doing, 
there is certainly not going to be any problem of taxation. 

Senator Kucuet. That is what I mean, you put the local government 
right up before the gun, if they want to cooperate in construction of a 
necessary Federal building, at the expense, however, of bypassing ad 
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valorem taxes for the new improvement then they can do it under your 
suggestion ¢ 

Mr. Hirsu. That is correct. 

Senator Kucnex. In other words, it does not concern the Congress, 
it concerns the municipalities in their decision / 

Mr..Hirsn. As I told the attorneys for General Services the other 
day when I was talking to them, their policy has been that they would 
insist on the payment of taxes as the law reads. W ell, I said, “Now, 
gentlemen, it is perfectly all right if you wish to make an annual con- 
tribution to Oklahoma County taxes, but” I said “if this project is 
financed by the Oklahoma Public Works Authority there is no lawful 
method in Oklahoma for the county assessor to make an assessment 
against the property. Now, it is up to you whether you want to give 
us a contribution or not. We will take anything that i is freely given, 
but as far as us levying taxes we just cannot do that.” 

Senator Kucuen. You could not do it. 

Senator McNamara. Off the record. 

Discussion off the record. ) 

Senator McNamara. Back on the record. 

Senator Kucuex. Almost half of the area of California is owned by 
the Federal Government, over 47 percent of the land of California 
is off the tax rolls. 

Mr. Himsu. Well, Senator, that is the type of an installation that I 
was referring to that is different than this particular type of project. 
This project will involve post offices or Federal buildings which are 

essentially needed by the people in that community and that is not like, 
as I said, taking out large tracts of land and destroying the tax base 
of a subdivision. 

Senator Kucuet. I make the comparison between what the Federal 
Government does today, when it goes in and pays money to Joe Doaks 
to rent space, Joe is paying local taxes and under a lease-purchase ar- 
rangement if Joe built that building he would still pay taxes during 
the lifetime of the contract. Now, ‘obviously if the Federal Govern- 
ment appropriated money when it built the building itself it never 
would be on the tax roll. 

Mr. Hirsu. I have one client in Oklahoma City where the Post 
Office Department is renting a building from him, the post office sub- 
station: His taxes on that building are $2,500 a year. Now, that 

building might just as well be owned by Uncle Sam, $2,500 in the 
Oklahoma City County School District tax collections 'for the year is 
a mere pittance and we are just not interested in it and if we could 
help save our Government some money we would be glad todo it. It is, 
of course, I think you will find, quite novel for a State to be offering the 
Government aid rather than coming up here asking for it, but that 
is what we are doing. 

Senator McNamara. Thank you very much. 

The next witness is Mr. Riley, legislative representative of AFL- 
CIO, and he has with him, I see, Mr. Gray of the building and con- 
struction trades department of the AFL-CIO. 

We would like to have you proceed in your own manner knowing 
your interest in the proposition that we are considering. We are glad 
to have you here. 

Mr. Ritey. Thank you very much, Mr. Chairman. My name ‘is 
George D. Riley, I am legislative representative for the American 
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Federation of Labor and Congress of Industrial Organizations. Ac- 
companying me, as has been stated, is Mr. Gray who is the administra- 
tive assistant to the president of the building and construction trade 


department of the AFL-CIO. 


STATEMENT OF GEORGE R. RILEY, LEGISLATIVE REPRESENTA- 
TIVE, AFL-CIO 


Mr. Ritey, Public Law 519, Lease-Purchase Act, was passed in 
1954 to meet a quarter-century backlog in the Federal public buildings 
program, which includes such building as post offices, courthouses, gen- 
eral storage space, and other structures. 

The proponents of the law admitted that a direct Federal building 
program would be the most economical way to provide the necessary 
space. However, virtually everyone agreed that even though direct 
Federal construction would be the most economical method of meeting 
the requirements for space, it would be impossible to have the Congress 
appropriate the necessary moneys for such a program at that time. 

The proponents of lease-purchase argued that this was the proper 
method of meeting the needs that had been deferred over the war years 
immediately, while the costs allegedly would be no more than what was 
being paid currently in rents for lease facilities, and at the end of this 
10 to 25 year period title would pass to the United States.. In sum, 
the lease-purchase program was advocated as the only practical way 
under the then current budgetary conditions to get the Federal build- 
ing program under construction. 

Lease-purchase today has simply not worked. A long list of projects 
costing approximately $740 million has been approved for construc- 
tion. However, the sole project bid accepted has been for a courthouse 
and post office in Rock Island on which construction commenced in 
1954. 

In recent months General Services Administration has revised. its 
regulations on lease-purchase, without success. The change in regu- 
lations whereby financing requirements were liberalized and only 
combination financing construction bids are accepted has not proved 
successful for all bids submitted on the first eight projects under the 
revised regulations have been rejectecl. In the case of two of these 
projects no bids were submitted. 

Lease-purchase never did get underway. ‘The apparent stumbling 
block has been cited as the interest rate which has been limited by the 
Treasury Department to 4 percent. However, many persons have 
argued that the act itself and its manner of operation has been too 
cumbersome and too complex. 

However, about a week ago the General Services Administration 
declared publicly that it has halted the program until “present in- 
flationary pressures in the construction industry receded.” It re- 
ferred to “unnecessary competition for labor, materials, and equip- 
ment.” Shortly thereafter the Postmaster General issued a similar 
statement. 

These actions were taken with the “full concurrence” of the Bureau 
of the Budget and the Treasury Department, and were in line with 
the avowed policy of the administration as stated in the President’s 
state of the Union message to postpone all construction work which 
can be deferred, with the exception of schools, highways, and housing. 
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The AFL-CIO is strongly opposed to the statements of position 
by the administration and its agencies on curtailing construction and 
believing that the need for Federal office buildings has become more 
acute during the past 214 years, submits that Congress should proceed 
as rapidly as possible under the most feasible and economical means 
to construct these projects. 

Regarding construction activity, the truth of the matter is that 
the monetary policy of the administration has been in great measure 
responsible for the failure of the lease-purchase program. 

Further, the truth of the matter is that through deliberate Federal 
monetary policies, as everyone is aware, the home-building industry 
which has accounted for one-third of overall construction in these 
United States has been reduced over the past year by approximately 
25 percent and forecasts indicate that it will decrease by at least 
another 10 to 20 percent this year. 

Further, the rate of industrial expansion has halted and in the past 
few weeks we have seen where many of the major industrial firms 
have substantially reduced or entirely curtailed their industrial ex- 
pansion plans. A strong Federal building program could compen- 
sate to a great measure for the cutback in the residential and industrial 
construction fields. If, however, the administration plans to deliber- 
ately reduce construction in most fields, it will have the immediate 
effect of adding to the already sharp decrease in future overall con- 
struction, and cculd easily produce a chain reaction which could lead 
to a major depression. The competition for labor and materials in 
the construction industry has diminished sharply within the past year. 

Construction has been the sparkplug of our expanding economy 


since the end of World War II. The weathervane of our prosperity 
has been the construction industry. During the 1954 recession, the 
construction industry was credited with butressing our economy, and 
being largely responsible for facilitating the “rolling adjustment.” 
Certainly, the backlog of needs has not diminished. We submit that 
the so-called inflationary pressures are not a nn to the construction 


industry, and are not present to any degree that would justify the 
curtailment of the vitally needed Federal building program, and we 
feel that the public building projects which have been approved, and 
which number approximately 150 should get underway at the earliest 
possible date. 

Senator McNamara. You mention the inflationary concern of the 
administration, and I am sure that you do not intend your statement 
to indicate that you are not concerned with inflation because your 
organization has many times expressed itself on this matter. 

Mr. Ruiter. Absolutely, Mr. Chairman. 

Senator McNamara. But we are correct in concluding, then, that 
you do not consider the continuation of this program as adding to 
the inflationary pressures ? 

Mr. Riury. Oh, no, I do not think we would be justified in saying 
that that adds to the inflation or the statement that we have inflation 
to clear your hair, or whatever the expression might be at the moment. 

Senator McNamara. Am I correct in concluding that you believe 
the Public Law 519 should be extended beyond the expiration date? 

Mr. Riiey. If that in the résumé of Congress proves to be the most 
feasible, the most economical, and the most accommodating to all 
situations concerned, we would certainly like to see that done. 
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I might say that we did not appear before your committee at the 
time this legislation was up for the simple reason that we felt that 
our main interest was the prevailing wage rate which the Congress 
did in its wisdom include, whether it be direct construction or whether 
it be through the device of lease-purchase was not of a material con- 
sequence at that time. We have this program here, it has not oper- 
ated, I know your committee is going to get the facts of the matter no 
matter what the underlying causes may be for it is not operating and 
we would say that if you find that it still is a basically sound ap- 
proach and that it saves rents for the United States Government and 
it affects other economies then you may find that that is still the 
feasible way to carry out Government construction and acquisition 
of real estate for needed facilities. 

Senator McNamara. I think you were here and heard the repre- 
sentative of the Associated General Contractors make the statement 
that in general there was no shortage of construction labor? 

Mr. Riney. I would rather let Mr. Gray speak to that. 

Senator McNamara. Certainly. 

Mr. Gray. I was here at that time. 

Senator McNamara. Do you agree? 

Mr. Gray. Yes; I do agree. I will say, though, that I do not have 
any accurate figures on the subject matter of unemployment, but 
there are in many localities, major cities, I think the example that was 
pointed out was the instance of the painters in Detroit, I believe, they 
are on a 4-day week. 

Senator McNamara. To share the work? 

Mr. Gray. To share the work. 

There are other cities that we have had reports from where there 
is unemployment and it is a very serious problem. Others, like Balt:- 
more, to mention just one, unemployment is not a problem. But f 
certainly, in the construction industry would not say that there is a 
scarcity or an inflationary tendency from the standpoint of scarcity 
of labor. The very nature of the construction industry, the mobility 
of construction labor. they move from city to city and certainly if 
these jobs are being built, and I certainly endorse the idea of the lease- 
purchase arrangement, I endorse it mainly because I recall back a 
couple of years ago when it was proposed and it was proposed for 
the simple reason that the buildings are needed, both post offices 
and the Federal buildings, and the C ongress then was not of a mind 
and had not been for several vears and apparently still is not of a 
mind to make the necessary appropriations. 

Now, there are several points that were brought out here. 

It seems to me that this question of inflation goes a bit beyond the 
problem that this particular subcommittee is concerned with because 
to us in the building trades it is a very important segment of the over- 
all picture. Housing—we have been very much concerned with hous- 
ing which represents about 38 percent of the overall construction 
picture. 

Now, evidently the housing is going to drop off next year consid- 
erably more than it dropped off last year. We know there isa demand 
for housing. There it appears to be a financing problem and from 
the testimony and the analysis that we can make of this particular 
program—we like it—we think it would save the Government money, 
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but you run up against the old financing problem, and that seems to 
be the thing to solve in each one of them. 

Mention was made earlier in testimony about the success of the 
military housing, the Wherry housing, Capehart housing, I do not 
think that is working. ‘The reports I get it is just not working to any 
extent at all. 

Senator Kucuen. On the same basis that this has not worked ? 

Mr. Gray. No; it is a question of financing. They just cannot get 
the sponsors to any degree. 

Senator Kucuen. To that extent it would be comparative? 

Mr. Gray. To that extent and it is the interest rate again. You 

take and analyze the veterans’ housing program which comprises, 
incidentally, I think about 20 percent, much more than the FHA does, 
IT think FHA is about 18 percent of all housing. 

Now, your veterans’ housing, which when you think of it in the 
overall picture, is just about dead simply because of the interest rate. 
It is not attractive enough. I do not say we will solve the problem 
by raising the interest rate. I do not know what the answer to it is, 
but: it is certainly one thing we do know that the gross national prod- 
uct, which is the best means of measuring the economic health of the 
country, has been—last year it was $412 billion. We also know that 
all construction accounted for $60,750,000.000, which is 14.8 percent of 
the gross national product. 

Now, that isa pretty good segment and, when you talk about con- 
struction falling off, most people like to refer to the steel industry or 
the automobile ‘industry, but they do not begin to compare to the im- 
pact upon the overall national economy. I think the construction 
industry, I do not know what percentage it is, but steel, certainly, the 
output of steel in construction is terrific. I think we are the biggest 
users of steel, so that when you start cutting back on construction and 
you do it under the guise ‘of curbing inflation, I do not think it is 
proper. I just do not think it is going to solve the problem. 1 think 
we should regear our thinking more in line with the demand of the 
country. I think we should adopt bigger ideas. Certainly we need 
schools. Thissame thinking could be applied to schools and we would 
cut back on school construction. We need hospitals, we need airports, 
roads; there is a terrific demand. 

Senator McNamara. Senator Kuchel, do you have any further 
comment or question / 

Senator Kucnex. Only to underscore what each of you gentlemen 
has indicated: The Government agrees that there is a shortage of 
space, all of us agree that the cheapest way to acquire that space is to 
pay for it in cash. We also agree that the history of the Congress 
has been not to do it that way. 

I think we also concede that rental is the most expensive way to buy 
space. In between those two extremes is this lease-purchase arrange- 
ment, under which we would use our Federal rental. moneys not 
merely to purchase space temporarily, but to acquire an equity which 
subsequently would invest title to the Federal Government. 

Now. I think the point is well taken. The question of interest rate 
is a part of this whole problem and if in successfully carrying on a 
lease-purchase arrangement the cost of money is different today than 
it was 2 years ago, the law itself suggests that a reasonable interest 
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rate has got to be paid, and what is reasonable in 1957 may be different 
than what was reasonable in 1956. 

Is that not true? 

Mr. Gray. That is right. 

Mr. Ritey. It seems to be. 

Mr. Gray. Senator, could I make one suggestion ? 

Senator McNamara. Certainly. 

Mr. Gray. It was developed along the line by the testimony of the 
Associated General Contractors this morning and I think it has great 
merit. That was if the law is to be amended in order to make it more 
attractive to a contractor you might consider putting something in the 
law which would permit the Government to make partial payments 
along the way during the construction because if the program is going 
to proceed I think that would be one measure that would make it more 
attractive to a contractor if he could be assured of getting during con- 
struction of the project some partial payments. 

Senator McNamara. I personally do not think there is anything in 
the law that prohibits the administration from doing that, and ap- 
parently the general contractors agreed with us when we brought that 
point out this morning. 

Mr. Gray. Yes. 

Senator McNamara. So, it seems like it can be done adminis- 
tratively ; it would require no amendment to the law. 

Mr. Gray. Thank you. 

Senator McNamara. Well, thank you, gentlemen, we appreciate 
your appearance and your helpfulness in this matter. 

Now, we have one more witness. Is Mr. Barbour of Washington, 
D. C., here? 

Mr. Barbour, are you ready to testify? 

You can proceed in your own manner, sir. I see you have a pre- 
pared statement. Do you want to read it or summarize it ? 

Mr. Barnovur. I would like to read it, Senator. 

Senator McNamara. Yes; you may proceed. 

Mr. Barvour. I am going to ask the privilege, if I may, of com- 
menting on the statement that was made yesterday before your com- 
mittee by Mr. Kieb, the Assistant Postmaster General, in which, 
according to the newspaper, he states, “The financial criteria as set 
up is unrealistic.” 

Senator McNamara. You may proceed in your own manner, 

Mr. Bargour. I take distinct issue with that; it is very realistic and 
it was set up in a proper manner and had it been administered in the 
manner in which Congress intended, it would have been a success. 

Senator McNamara. Thank you. 


STATEMENT OF HARRY A. BARBOUR, WASHINGTON, D. C. 


Mr. Barsour. Mr. Chairman and gentlemen, my name is Harry A. 
Barbour. I reside at 4925 Deal Drive SE. , W ashington 91,.D.C. 

Formerly Special Projects Adviser to M. Pomponio & Sons, Inc., 
2922 Wilson Boulevard, Arlington, Va. 

May I say this, Senator, in case you wonder if my background is 
such that it merits the type of statement I am about to make, 

I was executive director of the largest housing authority in this 
Nation; I was the head of a program running up to nearly $80 million, 
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and it is a matter of public record that it was conducted—was one of 
the most efficient of any housing authority of the Nation and at the 
lowest per unit per month cost. 

Before proceeding with my remarks, I wish to make the following 
statement, which statement I will substantiate during the course of 
my remarks. 

1. The lease-purchase program is not being conducted in accordance 
with the wishes of Congress as expressed in H. R. 6342—the Public 
Buildings Contract Purchase Act of 1954. 

2. According to conditions as set forth in the act, the program was 
to be financed by “funds available for the payment of rent and related 
charges for premises.” This provision has been completely ignored. 

3. The act made no provision for the expenditure by GSA of mil- 
lions of dollars for engineering, architectural, and other expenses, 
that has resulted in designing palatial monuments with an utter dis- 
regard of cost control as related to the services to be provided. 

4, The President and Secretary of the Treasury are decrying infla- 
tionary trends. Senator Byrd and other Senators only a week ago 
did likewise, yet no segment of governmental] operation is contributing 
more to inflationary pressures than is this program as at present 
administered. This is all the more regrettable for the reason that this 
is one program where costs could have been rigidly controlled. 

On July 15, 1954, M. Pomponio & Sons, Inc., presented a proposal 
to Mr. Mansure, then Administrator of General Services; the pro- 
posal in full compliance with the provisions of the act, to deliver com- 
plete from ground to finished product a building for Atomic Energy 
to cost $3,893,400, broken down as follows: 


Building, 314,700 square feet, at $12 per square foot__.________-___~_ $3, 776, 000 
Land, 33% acres, at $2,000 per acre.....--.----.L_-_-.---~--._-_. 67, 00O 
Sewage disposal and parking.__...._.-..----.--.-.-_~_- sae bébied 50, 000 

a ee ance 3, 893, 000 


Here are the figures, Senator, that I think you are particularly 
interested in. 


20-year amortization at 3% percent._._.......-__.----___..---__-_-- $280, 370 
Fairfax County tax rate based on 40 percent of fair value would have 


Insurance, 5-year rate, estimated annually_______-________-_--__--_- 
Structural allowance for partition changes, etc., $1,000 monthly 


Total annual estimated payment__._.-_.._.-___-_-__-_--_---- 338, 347 


Lease-purchase payment based on fair value, this represents 834 
percent per annum. The allowable percentage under the terms of the 
act is 15 percent of the fair value. Mr. Reynolds, then Commissioner 
of Public Buildings, at the Senate hearings on the bill, stated they 
hoped to get submissions at 9 percent. You note that ours is 834. 
Estimated square-foot rental cost, $1.0714. This compares with the 
$1.79 average cost being paid by GSA. In that $1.79 was a tremendous 
amount of cheap warehouse space. 

The building was to be completely air-conditioned, constructed of 
concrete, glass, and porcelain enamel. Strictly modern, with provi- 
sion for a maximum of 560,000 square feet without changing the 
architectural pattern. 

Delivery in 9 months from the date of contract signing. 
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On the afternoon of July 5, 1954, and prior to this submission, I 
met with Mr. Strobel, the new Commissioner of Public Buildings. 
I advised Mr. Strobel that my firm intended to submit a package in 
full compliance with the terms of the act. Mr. Strobel informed me 
that they were not going to discuss any packages; they were going to 
arrange with banks for money, buy the properties, select their own 
engineers and architects, then put the plans and specifications out for 
bids. I took issue with Mr. Strobel’s interpretation of the act 

And, Senator, at the rear of this in the supplement is a 514-page 
letter in which I broke it down, paragraph and sentences, in which 
I took issue with Mr. Strobel in his interpretation of the act. 

I explained that such a policy was not authorized by the act and was 
in direct contrast to the statements made by Mr. Mansure, Mr. Rey- 
nolds and Mr. Elliot, the GSA attorney, at the Senate hearings. 

Mr. Strobel informed me that Mr. Elliot informed them they could 
do it that way regardless of what the act said, and that was the way 
they were going to do it. 

Not satisfied with my own interpretation of the act as it related 
to the submission of a package, I called the office of Congressman 
J. Harry McGregor, author of H. R. 6342. He was in South America 
on congressional business. His secretary gave me the date of his 
return. On that morning I called the Congressman and he made 
an appointment with me in the House lobby. The Congressman told 
me it was intended that responsible contracting firms would submit 
packages, as the bill was intended to release the Government from 
some of their heavy rent payments, while at the same time enabling 
communities to obtain tax income until such time as the property 
finally passed into the hands of the United States Government. 

I went even farther. During the month of January 1955, after 
control of Congress had changed, I was accorded an interview with 
Senator Dennis Chavez, the new chairman of the Senate Committee 
on Public Works. The Senator informed me that it was his desire 
that regardless of what Mr. Strobel said, that all package submission 
made by responsible contractors should be given the fullest measure 
of consideration. 

On August 11, 1954, a meeting was scheduled by the House Commit- 
tee on Public Works. One newspaper had it listed as an open meet- 
ing. I was in attendance. After shaking hands and exchanging 
a few words with Mr. Strobel, he left me and spoke to one of the Con- 
gressmen, who in turn called one of the secretaries. That gentleman 
then came to me and informed me it was to be an executive meeting, 
so I was compelled to leave. 

At that meeting Mr. Mansure presented a request for approval 
of a building for Atomic Energy to cost $9,600,000. The request was 
refused. The following morning I callea Congressman Dondero be- 
tween 10 and 11 o’clock. Mr. Dondero told me over the phone, “You 
are too late, Mr. Barbour. Admiral Straus and Mr. Mansure are 
here in my office now.” 

That afternoon a “quickie” meeting of the committee was called 
and the project approved. The “quickie” terminology was that of 
the Washington Post. However, the Senate did not concur and the 
matter was set over to the 84th Congress. 

Now let us follow what happened. Unable to get what they wished 
one way, GSA went after it another. According to information fur- 
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nished me by the office of the Committee on Atomic Energy, a special 
appropriation was granted, Public Law 31, 84th Congress, 1st session, 
1722. The amount to build the building at Gaithersburg was not to 
exceed $10 million. 

Contrast this appropriation, gentlemen, with the statement of Mr. 
Elliot in answer to a question by Senator Kuchel at the Senate hear- 
ings on the bill and recorded on pages 51 over to 52 of the hearings: 

Mr. Exxior. We have not come before Congress for any general purchase, or 
building program * * *. The lease-purchase bill contemplates that the pay- 
ments will be made out of moneys that are continually appropriated for rent 
and related charges, so we do not contemplate it will require an increase in our 
appropriations. 

Yet, gentlemen, the very first project GSA requested, they asked 
for, and received, a special appropriation. 

Here also are other statements made at those same hearings by the 
three highest, responsible officers of General Services. 

Mr. Reynolds, answering Senator Bush—page 49, final paragraph: 

Mr, Reynotps. We have to be very careful in entering into these contracts 
because the only funds we have available to carry it out with is moneys that 
are appropriated by Congress for rental, so we have to come within the rental 
figures when we go out to have a building built for us. 

By what stretch of the imagination, gentlemen, does the sum of $10 
million that is being expended for the Atomic Energy Building come 
within the money available for rental? 

In answer to a question by Senator Kuchel when attempting to pin 
Mr. Mansure down as to GSA authority under the terms of the act: 


Mr. Mansure— 
page 7, paragraphs 8 and 9, paragraph 8— 


As this seems to me, it is just the same, to simplify the whole program, as a 
married couple buying a home. They make an investment in a piece of property. 
They decide they would rather have the ownership than pay rent. What the 
Government is doing is, that by the payment of rent, in time, it takes title to 
the property * * *. 

Then in the following paragraph, gentlemen, Mr. Mansure makes 
a statement that is the ultimate in all understatements: 

I am going to anticipate a question immediately, because I think it is of great 
importance. It has already been asked of me, “Is this going to be a tremendous 


building program that you are starting on?’ The answer is a definite “No.” 
We have no plans * * *. 


And so forth. 


If $737 million is not a tremendous building program, then at what 
figure, gentlemen, does a program become tremendous? 

Again Mr. Mansure—page 9, final paragraph—and again in an- 

swer to a question of Senator Kuchel: 
* * * all these negotiations that we enter into are on the basis vf moueys that 
are made available to us for the payment of rent. We are not obligating our- 
selves beyond what appropriations we have because any of these payments have 
to come out of our rent moneys, and we are paying for a building actually out of 
rent that we would be paying for the use of that space. 

From all reports they have set conditions that are unacceptable to 
either banks or contractors, otherwise why the stalemate? They have 
by their delay now run into a hard financial market, and the boasted 
814 percent as told to the members of the Senate committee at the 
hearings is a thing of the past. 
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The projects now being held up could all have been completed under 
the package plan with a savings of many millions of dollars to the 
Government. They would now be occupied by the respective agencies, 
and all in full accord with the terms, conditions, and objectives of 
Congress as expressed in the act. 

Like many other Government agencies—and I speak from experi- 
ence—GSA insisted on retaining control over ev ery phase of the pro- 
gram. They were not content to demonstrate to Congress how speed- 
ily they could complete the program by conducting it in sestedleince 
with the provisions of the act, retaining an advisory relationship in 
order that the structures would conform to the needs of the agency for 
whom the building was intended. 

What is the answer? Let GSA announce they need a building of 
a certain size within a given area and will entertain submissions to 
be in full accord with the provisions set forth in the act. 

They could then compare and choose the one most desirable. Such 
action would cut millions of dollars from the cost, eliminate a mass of 
administrative detail, and result in more speedy construction and 
delivery of buildings. 

Many of the Nation’s finest contractors would come forward with 
offers and designs. They would contract for their financing, make 
their own engineering studies, arrange for their own architectural 
patterns, obtain data relative to the space needs and other data from 
the agency for whom the building is intended, then deliver the com- 
pleted ps ackage in full compliance with the registered specifications, 
copies of which would have previously been filed with GSA. 

In other words, get rid of too many so-called planning experts that 
in such cases as these do nothing but clutter up proceedings; the kind 
of cluttering that has caused the program to bog down into the condi- 
tion you now find it. 

Mr. Senator, I would like to show you, there is one on file here, by 
the way, and has been for over 2 years, a picture of the building we 
proposed to build and a picture of the layout of the property. We 
were going to build 1, 3, 5, and 7, eliminating 2, 4, and 6, and that 
meant that if later they wanted more space these could be added 
without destroying the architectural pattern; and that is the layout 
of the building and this was the original with parking for a thousand 
cars [showing drawings to Senator McNamara]. 

Now, sir, I will be happy to answer any questions you may wish 
to ask. 

Senator McNamara. On page 2 where you have this break-down 
of your estimated costs, the proposed—actually this was proposed to 
be a firm bid of $3,3% 3.400, and in your breakdown you do not specify 


whether this would meet the required specifications of the GSA. 

Was that one of their reasons for rejecting ? 

Mr. Barrour. There were no specifications of GSA. 

Senator McNamara. Well, there are accepted Government stand- 
ards in construction. 

Mr. Barsour. Well, this would naturally meet with Government 
specifications. They met with the specifications for the hospital at 
Fort. Belvoir. They have at all times complied with Government 
specifications. 


You notice, Senator, had they gone along, instead of taking hold, 
wanting to do all of signing » eng and I 
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heard the gentleman of the Associated General Contractors tell you 
that some of these plans went back and forth a half dozen or more 
times—that was the very thing that could have been eliminated by 
eis type of package, and that was what was apparently intended by 

ongress, 

Senator McNamara. I think your statement is very complete, and 
I believe your conclusions are something that will be of value to the 
committee. 

We appreciate your appearance here and we will make the supple- 
mentary documents you have here a part of the record at this point. 

(The statements referred to are as follows :) 


SUPPLEMENT 


Correspondence supporting statements made in the preceding pages: 

1. July 9, 1954: Letter to Mr. Strobel taking issue with interpretation of 
the act. 

2. July 15, 1954: Letter submitting proposal to GSA. 

3. July 22, 1954: Letter of acknowledgment of above proposal by GSA. 

4. July 23, 1954: Letter to Senator Kuchel as chairman of subcommittee 
advising him of submission. 

5. July 27, 1957: Letter requesting that proposal be considered for other 
than Atomic Energy Building. 

M. Pomponio & Sons, INc., 
July 9, 1954. 
Mr. Peter A. STROBEL, 
Commissioner of Public Buildings, 
General Services Administration, 
Washington, D. C. 


My Dear Mr. Strrozer: I felt distinctly complimented at being privileged to en- 
joy an off-the-record discussion of lease-purchase with you Tuesday afternoon. 
Only with Mr. Arthur Pomponio, president of our corporation, did I go into the 
phases of the program about which we talked, and the confidence of Mr, Pomponio 
may be taken for granted. It was not, of course, that any “top secrets” or any- 
thing of that character was mentioned, it was just that I recognize your wish that 
nothing be faintly mentioned as being your “program” at a time when such de- 
termination had not been reached. 

A few of your remarks caused a fogginess to appear in my appraisal of the act, 
and I am taking the liberty of outlining my reaction. It may be my comment 
will provide the basis for a friendly argument between yourself, Mr. Mansure, 
and Mr, Elliott when trying to eliminate the ifs, and, and buts in order to arrive at 
A program that will result in bringing respect and prestige to yourselves, to 
General Services Administration, while at the same time meeting the objectives 
of the gentlemen on the Hill. 

May I say at this point that not only have you a very able counsel in the per- 
son of Mr, Elliott, but his having, as you might say, lived with this bill, I imagine 
he can recite every comma and meaning from memory. I trust he will not con- 
sider my analysis presumptuous. 

First a word about interest rates. I compliment you upon your objective of 
3% percent, but I know the general thinking on the Hill is that 3% would be a 
splendid rate. 

Now as to our remarks regarding “a package”—I am wondering if we, unknow- 
ingly, were not thinking of two different packages when we talked about a pack- 
age. I had in mind a package by GSA—you—apparently a package by a con- 
tractor. My comment on your package (meaning a GSA package) may help to 
elarify both sides. 

You mentioned buying money at so much, using part of it to pay for architect- 
ural and engineering services, then putting the project out to bids. 

First—How will you obtain the property? How will you obtain funds? 

Section 411 (a) (2) permits exchange of property which may become surplus 
as the result of such agreement.. [All italic will be mine.] 

This implies, as Mr. Elliot explained at the hearings, “That even if a surplus 
accrued as the result of an exchange, we are not authorized to use these pro- 
ceeds except in a technical sense * * * there is no revolving fund or anything of 
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that kind that would permit us to take the disposal money and go out and make 
new deals.” 

This also assumed an after-a-transaction situation rather than a before. 

Section 411 (1) (b) authorizes the Administrator to exercise his powers 
granted in this section with respect to * * * properties upon which construction 
is to be subsequently effected in pursuance of terms of applicable purchase 
contracts. 

The “powers granted in this section” make no provision for funds for prelimi- 
nary activities such as land acquisition, design, plans, specifications, ete. Docs 
not this assume that the thinking of Congress considers these costs will be 
borne by the contractor? 

Section 411 (1) (c) authorizes the Administrator to “bring about” the de- 
velopment and improvement of land owned by the United States Government, 
but again authorizes no funds. Thus evidently you could take an area upon 
which a “tempo” now stands; replace it with a “modern,” with your monetary 
contribution limited to payments over a period of years through applicable 
purehase contracts. This would “bring about” the development and improve- 
ment without use of preliminary funds. 

Now in (d) (3) (1) (A) it reads: Payment may be made through contract 
to provide for any payments as determined by the Administrator to: Amortize 
the cost of improvements to be constructed, plus a fair market value on the 
date of the agreement, of the site, if owned or acquired by the contractor. 

Does not this presuppose the site will be owned or acquired by the contractor? 
If so, bidding by other contractors would hardly be relished or acceptable to the 
contractor owning that particular site. 

Of course if a variety of sites come within the acecpeptance range, each con- 
tractor could bid on his building, using his own site. 

This makes it appear a “package” comes within the meaning of the act, dosen't 
it? 

Section 411 (e) (8): Among the exhibits to be assembled “* * * A statement 
that bids for the proposed project will not be advertised until after consulta- 
tion, etc; * * *” 

This paragraph appears to be open to dual interpretation. Could not this 
mean that bids from subcontractors in order to determine the true cost? (An 
estimate being furnished under par. (2) of this same section.) If otherwise, 
then wouldn’t we be back to the bidding by others on property owned by one 
or another contractor?” 

Section 411 (f): This brings us to the only paragraph that mentions funds. 

‘“* * * Wunds now or hereafter available for the payment of rent and related 
charges for premises, either to GSA or other agency, may be used by the Adminis- 
trator of GSA to make payments becoming due from time to time from the United 
States as current charges entered into under authority of this section. 

“Provided, * * * That no funds may be expended for acquisition of title to 
property * * * in the absence of specific appropriation of funds for such acqui- 
sition.” 

It goes on to authorize appropriations for which your Agency must apply. 
That fits in with our remarks re part tempo and part rent-using occupants. 

But here again is specific wording. Does not this distinctly prohibit any pre- 
liminary outlay of funds to acquire property ?—‘property” in this case could in- 
clude advance money, land, drawings, and specifications for which obviously there 
is no financial provision. 

So from what source can you obtain funds to cover preliminary cost? I men- 
tion the word “cost” rather than activities, for the reason that you can conduct 
activities relative to monetary rates, etc., without any actual expenditure of 
funds. 

These comments are made with the knowledge that there are always indi- 
viduals who seem to take delight in finding things to criticize in governmental 
operations. Having been through it, I know. 

So much for the act. 

We will switch to opinions expressed at the hearings. 

I think it would be only fair to state here what was said by Mr. Mansure: 

“It would be a highly reckless Administrator who would not last very long 
if he proceded to execute an agreement against the advice of the sponsoring 
committee.” 

So would it be the height of folly for any contractor not to ascertain the 
wishes of the Administrator as to final design, total square footage, and space 
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allotment before attempting to put together complete plans for a building to be 
submitted as a propective lease-purchase operation. 

Mr. Mansure, in answer to a question by Senator Kuchel, said: 

“All the negotiations we enter into are on the basis of moneys that are made 
available to us for the payment of rent. We are not obligating ourselves beyond 
what appropriations we have, because any of these payments have to come out of 
our rent money, so there is a very definite limit to our authority.” 

Does not this statement acknowledge a lack of funds for preliminary purposes? 
Also the necessity of relying upon the contractor to come forward with basic 
preliminaries? 

In answer to a question by Senator Kuchel of Mr. Reynolds, to “define GSA 
authority and procedure under terms of the act,” Mr. Reynolds made no reference 
to GSA preparing plans, specifications, or acquiring land. During his explanation, 
Mr. Reynolds gave as an illustration the former Empire Hotel Building in San 
Francisco; he stated “* * * We have people who are willing to take that prop- 
erty off our hands and build an office building designed to our purpose.” 

Again, referring to the old Mint Building (also in San Francisco) : 

“Proposals have been made from people in San Francisco to take that in a 
similar transaction.” 

Do not both these statements recognize the acceptance of a “package”? 

Again, Mr. Mansure: “An important thing from an operating standpoint to be 
considered is the dispersal of Government offices and agencies overall * * * 
making it difficult for citizens to do business with the Government. By legisla- 
iton of this kind we could bring those offices together in a functional-type 
building.” 

From arguments of Mr. Hamilton, who represented the American Municipal 
Association, and Mr. Snyder, who represented the Association of Real Estate 
Boards, as presented at the hearings, I anticipate a reluctance on the part of the 
Administrator to acquire existing buildings that are now paying taxes. The gen- 
tlemen mentioned based their arguments on the premise that you would even- 
tually remove evisting taxpaying structures from the tax rolls. 

Under a construction it is true that eventually the new structures will be 
removed from the tax rolls, but the tax structure will not have suffered—the 
newly constructed buildings will have paid taxes for 20 or 25 years, this bringing 
welcoming tax support. 

Recognizing that section 302 (c) of the Federal Property and Administrative 
Services Act of 1949 requires that all purchases and contracts for supplies and 
services shall be made by advertising except of certain specified classes, ete., am 
I correct in interpreting that to mean that supplies and services, where mainte- 
nance services and supplies are to be performed by other than GSA? 

Has it been the practice of GSA to advertise for bids for space requirements? 

Now I think it is time for me to express my appreciation for your courtesy in 
having waded through this rather lengthy document. I have found that a new 
viewpoint often helps clarify one’s own thinking, thus making possible the reach- 
ing of important decisions, particularly important decisions that have a long- 
range approach and the expenditure of Government funds. 

Knowing of your sincere desire to make this program one that will be free 
of criticism and merit the commendation of both the people and Government, .I 
submit these comments with the earnest hope they may prove to be of some value. 

The corporation whom I represent have followed this legislation through Con- 
“ress with considerable interest. They propose to present a “package” within a 
few days that it is hoped will receive your earnest consideration; a package that 
l hope to have the opportunity to deliver to you in person. 

Very truly yours, 





M. PompoNnio & Sons, INc., 
(Signed) Harry A. BAarsour. 


M. Pomponio & Sons, INc., 
Arlington, Va., July 15, 1954. 


Mr. Epwarp F. MANSURE, 
Administrator, General Services Administration, 
Washington, D. C. 
Dear Mr. MANsvureE: M. Pomponio & Sons, Inc., respectfully submit herewith 
a proposal to construct a building for the Atomic Energy Commission. The 


Imilding to be provided in accordance with the provisions of the Public Build- 
ings Contract Purchase Act of 1954. 
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Our study of the need of AEC requirements, reveal they need approximately 
£60,000 square feet of space in order to bring together for greater efficiency, the 
personnel now located in three separate buildings throughout the District. 

A brief sketch of the type of building, together with such material as may be 
considered essential, accompanies this letter. 

Our construction firm in addition to having all the necessary qualifications to 
handle any project amounting to in excess of $10 million, is justly proud of its 
record of accomplishment in the field of both light and heavy construction. Our 
personnel embraces highly trained technicians, skilled in all phases of construc- 
tion. Our corporate officers, superintendents, and foremen represent many years 
of successful experience in the handling of large-scale undertakings. We have 
enjoyed the privilege of having been awarded a number of Government and 
State contracts, all of which were completed with a degree of efficiency that 
brought commendation from the respective agencies. Our reputation in the la- 
bor market is unexcelled by any firm in the area. 

The location chosen is outside the 10 mile perimeter of the Washington urban 
target zone, and is so located that it is in accord with the Government’s policy 
of dispersal of agencies as security against atomic attack. 

Please accept in advance our thanks for your courtesy in giving our proposal 
the fullest measure of consideration. We are prepared, if you so desire, tw 
meet with you and discuss the matter in person. 

Yours very truly, 
(Signed) ARTHUR POMPONIO, President. 


GENERAL SERVICES ADMINISTRATION, 
July 22, 1954. 


In reply refer to PD. 


M. Pomponto & Sons. INc., 
Arlington, Va. 
(Attention M. Arthur Pomponio. ) 


GENTLEMEN ; Your letter of July 15, 1954, together with the attached prospecttis 
and sketches relating to a building to be constructed for the Atomic Energy Com- 
mission, was addressed to Mr. Edward F.. Mansure, General Services Administra- 
tor and by him referred to this office. ; 

In the absence of a decision to arrange for the acquisition of space for th 
Atomic Energy Commission under the terms of the Public Buildings Purchase 
Contract Act of 1954, the most that can be done with your submission is to 
place it in our files for information and reference at such time and to such 
extent as may be appropriate. 

Very truly yours, 
(Signed) Prter A, STropeEt, 
Commissioner of Public Buildings. 


M. Pompontio & Sons, INC., 
July 23, 1954. 
Hon. THomAs H. KUCHEL, 
United States Senator from California, 
Senate Office Building, Washington, D. C. 


My DEAR, SENATOR: Knowing of your keen desire to learn how the Public 
Buildings Contract Purchase Act would work after the amount of effort you gave 
toward aiding in its enactment, I dropped into your office in the hope I could 
show you a proposal this company submitted to the Administrator of General 
Services to build a building for the Atomic Energy Commission. Mrs. Reed 
suggested I send you a brief outline of our proposal. I arranged to get a set 
of drawings from our architect and am happy to send them along together with 
some figures, for your information. At least it will give you an idea of what 
can be done under the terms of the act. 

There are many phases to our proposal that I feel confident, in the light of 
questions you asked of both Mr, Mansure and Mr. Reynolds at the hearings pre- 
sided over by yourself, that will be of special interest to you. Not to take up 
too much of your valuable time, I am condensing the items. As the Administrator 
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of GSA is to appear before you prior to adjournment of Congress, these notes may 
prove interesting. 
AEC: Mr. Kelehan, their Assistant Manager told me that they needed a 
building with approximately 260,000 square feet. 
. That they were given to understand that they could not get a building for 
years. 
That they desire to go 30 miles outside of Washington. 
That they were considering the leasing of space in an almost completed 
new Office building. 
Our company offered to build a building with 314,700 square feet in accord- 
ance with the provisions of the PBC Act. 
Deliver it within 9 months from the date of contract signing with GSA. 
Locate it at Gainesville, Va., 31 miles from Washington where it would be 
easily accessible on the Lee Highway (a superhighway). 
As AEC are closely associated with the Department of Defense at the 
Pentagon, the location would be ideal. 

Such a building would make unnecessary the leasing of high-priced space, 
which apparently was one of the main reasons for the enactment of the act. 

In answer to your question of Mr. Reynolds at the Senate hearings, he replied, 
“He hoped to get the buildings for 9 percent although the act sets up 15 percent 
as a permissable figure.” 

The figures on the attached preliminary estimate of costs, tell quite a story. 
We offered to supply the building for 8% percent. 

Our square foot cost to GSA is $1.07% as against their average of $1.79. 
But the $1.79 includes cheap warehouse space, with modern office space approxi- 
mately 3 times our $1.07. 

We offered to submit our structural costs to help establish the fair market 
value, (which we support in our estimates) to guard against the possibility of 
“windfall profits.” 

Atomic Energy can have a building by next summer. 

GSA can get high-grade, modern space at a fraction of their present outlay. 

The building to be modernistic; of heat-resisting glass and enamel panels; 
building expandable without loss of architectural pattern; parking for 1,000 
ears. 

With kind personal regards, and if I-don’t get to see you before you return to 
California, my every good wish for a splendid victory in November. 

Sincerely, 
(Signed) Harry A. BArgour. 


(Above communication acknowledge on August 3, 1954, and signed by M. F. 
Small legislative secretary.) 


M. Pomponio & Sons, INc., 
July 27, 1954. 
Reference: PD. 


Mr. PETER A. STROBEL, 
Commissioner of Public Buildings, General Services Administration, 
Washington, D. C. 

Dear Siz: Thank you for your courteous reply to our letter relative to the sub- 
mission of a building for Atomic Energy. Our reference to AEC was because we 
were informed of the acute need of that agency and their desire to bring together 
their scattered elements. 

However, we did not wish to have our proposal considered only in the light 
of AEC, as we realize the Administrator may have other agencies in mind whose 
space requirements may be equally urgent. We will appreciate very much being 
given consideration when you have such studies before you for consideration. 

Very truly yours 
M. PomPonto & Sons, INC., 
(Signed) Harry A. Barsour. 


Mr. Barsour. Thank you, sir. I appreciate the privilege of appear- 
ing before your committee. 
nator MoNAmara. We appreciate the contribution you have 
mace. 
Mr. Barsour. Senator, I was in this thing when it was in the hear- 
ings; I attended the hearings, I followed it all the way through. I 
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have got more notes on this possibly than Senator Kuchel had, and 
he was the chairman of the subcommittee at that time. 

Senator McNamara. It is quite evident from your testimony here 
you have followed it, and we appreciate it very much. 

Mr. Barsour. We appreciate being with you. 

Senator McNamara. That concludes all the witnesses that we have 
at this time, and until we hold a meeting of the subcommittee and 
decide whether or not other witnesses will be called, these hearings 
are concluded. 

Thank you. 

(Whereupon, at 11:50 a. m., the hearing was adjourned.) 
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WEDNESDAY, FEBRUARY 27, 1957 


Unrrep States SENATE, 
CoMMITTEE ON PusLic Works, 
SuscomMITTrEE ON Pusiic Burtprnes anp Grounps, 
Washington, D. C. 

The subcommittee met, at 9:30 a. m., in room 412, Senate Office 
Building, Hon. Pat McNamara presiding. 

Present: Senators McNamara (chairman of the subcommittee), 
Neuberger, Cotton, and Martin. 

Also present: Senator Kerr. 

Senator McNamara. The session of the subcommittee will be in 
order. 

Well, gentlemen, you know that we have been holding hearings on 
the lease-purchase program and we have had testimony from the GSA, 
Post Office Department, and industry. It has developed from these 
previous hearings that there is an indication, no matter what the com- 
mittee would do by way of revising the lease-purchase program, be- 
cause of the administrative order to stop Government building because 
of the inflationary effects of it, no batidhnes would be built. So, we 
are in a position where we are charged, this subcommittee on the Pub- 
lic Works Committee, with providing buildings where the need has 
been shown and we gather from the testimony previously presented 
that the order emanated largely from the Treasury Department to 
stop this program. 

At this point, would you like to interject ? 


STATEMENT OF HON. W. RANDOLPH BURGESS, UNDER SECRETARY, 
DEPARTMENT OF THE TREASURY, ACCOMPANIED BY PAUL 
WREN, ASSISTANT TO THE SECRETARY 


Mr. Buregss. Mr. Chairman, I appreciate the chance to come up 
here and tell you our story. Let me say right off, we did not issue any 
order. The decision reached was an administrative decision, which 
was reached after conference. We do not have any power to issue 
such an order. The decision was made after interdepartmental con- 
sultation by the people in charge of the program. 

I am glad, however, to have this chance to talk a little bit about the 
financial aspects of this program which is the one that concerned the 
Treasury particularly. 

This lease-purchase program, I think, has no fundamental defects. 
It is very much like the same kind of thing that business has been 


129 








130 STATUS AND PROGRESS OF LEASE-PURCHASE PROGRAM 


doing. When I was a trustee of a life-insurance company, we had a 
t many arrangements of this sort with stores and businesses. 

Mr. Floete and others have pointed out some minor difficulties. It 
always takes quite a while to get the papers adjusted and techniques 
worked out so that a new program can get going, but the real difficulty 
here is not that. 

The real difficulty is that you come at a time in history when labor, 
materials, and money are fully employed right up to the hilt. Now, I 
had a few figures drawn off that I thought you might like to have for 
the record. 

(The table referred to is as follows:) 


New construction expenditures; seasonally adjusted, total and selected 
components 


{In millions of dollars] 





| Private | Private 
Total residential | nonresiden- Public 
(nonfarm) tial building 

ii cnitcaenidinne kina cbadeneecere 3, 490 1, 338 553 1,075 
Te a 3, 529 1, 348 582 1,073 
eich sack Rintdindi bait nenenens 3, 489 1, 350 601 1, 006 
ite leh tid diaatie sienna nape a 3, 595 1, 391 620 1, 053 
Set tare antag tkeratae neko ke omes 3, 642 1, 419 628 1, 064 
Nn a aad aici doeilt 3, 608 1, 420 622 1, 030 
ein chee th iahaeinpaanemen® 3, 598 1, 435 | 641 991 
Din teh tdds hole lbond sn dnbcabs 3, 638 1, 433 | 658 1,018 
tae hctpeerereihacect=beershoee 3, 623 1, 422 679 904 
| ARUBA ee eee 3, 598 1, 375 685 1, 004 
PINE. . PiachcbhGnd <pebobeldss-<b5~--- 3, 601 1, 342 678 1, 050 
Inn aa li ictal get 3, 580 1, 322 665 1, 061 
Beep Ameer si fe. il 3, 625 1, 287 662 1,120 
a NE ones 3, 636 1, 280 687 1,114 
I eee cinta taste aes 3, 570 1, 268 705 1, 042 
CE SDs ak 8 casas Giccopdedd 3, 683 1, 297 731 1, 101 
itn kehiuiahinnabncuwnsntnonnonivet 3, 744 1, 306 | 745 1, 136 
Weiceanibhdttds. cub isi. Eel 3, 754 1, 300 | 749 1, 149 
a 3, 727 1, 299 759 1, 109 
0 BB ER PET eae See 3, 725 1, 297 758 1, 108 
ION 6 be iss ith < kateb 3, 701 1, 286 7 1,105 
Te ain tai net araodwtareneasinempona 3, 665 1, 241 | 752 1,114 
Deer esi i eu 3, 699 1, 239 | 755 1, 148 
i eonadee= 3, 729 1, 239 | 748 1, 187 
SEM ee Eee See 3, 733 1, 207 728 1, 237 








1 Represent construction put in place. 


Source: Department of Commerce. 
Office of the Secretary of the Treasury, Feb. 26, 1957. 


This one table is “New construction expenditures.” The most in- 
teresting figure is at the lower lefthand corner, January 1957, new 
construction expenditures. This is Department of Commerce infor- 
mation and the amount is $3,733,000,000. If you will run your eye 
up that column, you will see that the January figure was bigger than 
any — except for May and June of last year. It has been running 
very high. 

As he know, private residential construction is off, although it is 
still pretty big. The figures you read in the press on private resi- 
dential are deceptive because they are talking first about the number 
of housing starts and that does not allow for the fact that we are 
building bigger houses. 

The private nonresidential, as you can see, is very high and the 
public building is very high indeed. That January figure is the 
largest figure you have on that page, the largest for 2 years. Now, 
these figures are adjusted for seasonal variations. 
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Senator Martin. Mr. Secretary, do you have a breakdown; that is, 
as to local, State, and Federal levels 

Mr. Burcess. I have not, but we would be glad to get that for you, 

Senator Marri. I wonder if you would get that ? 

Mr. Burcrss. It would be very interesting. 

Senator McNamara. If you will do that, the committee will appre- 
ciate it. 

(The material referred to is as follows:) 


New public construction exapenditures* by source of funds in 1956 


{In millions of dollars] 





Direct Pedaral ooo es hh ac hihi diel bitched ba eeeh el $2, 760 
Woden’. dromtiediwaid gil iiig ~cams nasi onceihshaivea~-senciursenertntanaion 882 
Wedere! TOnees o.com en, ape ddow tapsmeropdrentasoveb Lich. nu dapaep ehedted etek Lae aaa 3, 642 
State and local fund. oo ee et LO, ee, 9, 791 

eG ia ad cstacedbictacidd hiradinactteeablaandeantivelnirritpgsenbue etnies 13, 438 


1 Represent construction put in place. 
2Construction programs currently receiving Federal grants-in-aid cover highways, 
schools, hospitals, airports, and miscellaneous community facilities. 


Source: Departments of Commerce and Labor. 
Office of the Secretary of the Treasury, Analysis Staff, Debt Division, Feb. 28, 1957, 


Mr. Burcess. Another indication of the fact that we are building 
right up to the hilt is the other little table on construction costs. 
(The table referred to is as follows :) 


Construction costs,’ composite index, 1956 compared with 1955 
[1947-49= 100] 
Percent 


1955 1956 increase, 
1955 to 1956 

| 

| 








January...... plan dbadehogead pb seme dheechensnwesumeeesnees 122.3 127.1 3.9 
PE os occdcteciceinormasecusdcnkndhutbhecth<sdeanoeiee 122. 3 | 127.8 4,5 
sides ta kators «snags prc taneenianeabanercesane andes 122.8 128.7 4.8 
PEs cprtiqonschebasiacombanuxanpgmiertt tas qnattered Pouigee nue 123.0 129. 4 5.2 
cb thdiiic a piclinan hidden dub eubapocd acc sadbtnd 123. 4 130, 2 | a5 
eRe Bese seet unbeaten dtehoabhieGieuetantaus 124. 4 | 130. 8 5.1 
July.. kevobicctuaktbccddbsodaestebbudhat«siebstabsbbohshie | 125. 6 | 138 | 48 
Didnt ct cede s sph ins aanayererbene piéleretre= eae | 125.7 | 132. 4 5,3 
SE aniancscssinpedannennucransddguchmhoon Lnweerd -| 126.3 ba2. 5 4.9 
GEIS thd 3 ob bin es ticbeetemiad dencds phdcsiupidee bunncng seas 126, 4 132. 5 4.8 
EE tteensevncnss ieee wigpcedagah eakmnsueehas sank ean 126. 5 132. 6 4.8 

132. 8 4,9 


I v5 seta encima pen gcetesioodesh dapde dtviteedpaaawe | 126. 6 





1 Includes material and labor costs for various types of construction, weighted according to the relative 
importance of the major classes of construction. 


Source: Department of Commerce. 
Office of the Secretary of the Treasury, Feb. 26, 1957. 


I think Mr. Floete yesterday made the statement that on these con- 
tracts, he found construction costs today were 11 percent higher than 
when these projects were considered by the committee. In other 
words, the cost of building is climbing. 

Senator Martin. It is really inflation. 

Mr. Burerss. Really inflation of costs and it is worse in building 
than in almost any other element in the whole economy. 

Senator Martin. Mr. Secretary, why is that ? 

Mr. Burcess. Because we are trying to build so much, that is one 
of the reasons. We are trying to build more houses and more roads 
and public buildings and factories and plants, and so forth, than there 
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are quite enough facilities for in terms of labor and materials and 
money, and the cost goes up. 

* Senator Marri. Mr. Chairman, if I might interject there, I 
wonder, have we made any suggestion to the general public? I notice 
that utilities are building new buildings where the old buildings would 
have been good for quite some time to come. Banks are improving 
their facilities while the old building would have sufficed. We need 
school buildings in the United States badly. We need Government 
buildings, particularly out over the Nation. We have not built any 
public buildings for more than 15 years and I am wondering whether 
there has been any advice given to the general public that they curtail 
on building that really is not necessary or that could be postponed for 
a While, because when a utility builds a new building, or a bank builds 
a new building, that is taking material and skilled labor that could 
go into houses, school buildings, and churches and so on. 

Now, the matter of churches, we badly need churches in our country. 
We have a lot of places that have built up quickly with a large popula- 
tion and no church facilities. I am just wondering, because the Ameri- 
can public responds pretty readily to these things, whether there had 
been any advice given along that line? 

* Mr. Buregss. The only thing I can think of, Senator Martin, is 
that the President in his budget message made a general statement 
on this. 

Senator Martin. I thought that was very good, very good. 

Mr. Burcess. You are familiar with that. He said: 

We must move forward in some areas of investment while we hold back in 
others. For example, the needs for schools, highways, and homes are so urgent 
that I am proposing to move ahead with programs to help our States, cities, 
and people undertake such construction at a prudent rate. However, in view 
of the present active competition for labor, materials, and equipment, I am 
not recommending some other desirable construction projects, and I have asked 
the head of each Federal agency to watch closely the timing of construction and 
to postpone work which can be appropriately put off until a later date. 

Senator Martin. Mr. Secretary, on Federal buildings, we are going 
ahead at an enormous rate here in the city of Washington, and not 
going on out over the Nation, and public buildings out over the Nation 
are inspirational and people take pride in them. Also, in many cases, 
it would be an enormous savings from the standpoint of rent and 
things like that. 

Mr. Burgess. We are reviewing, in the administration, all of these 
building projects. In Washington, of course, there are more of them 
talked about than are actually going ahead. The Senate Office 
Building is going ahead, but that was started some time ago. 

Senator Martin. It was started some time ago, but the things that 
have been going on, I am not excluding the United States Senate. 
If I was up in my old State of Pensylvania, I would probably be put 
under arrest for violating the health laws because I have too many 
people in the office space that I have in conformity with the health 
Jaws of Pennsylvania. The health laws of the District here are not 
as stringent as they are in my home State. 

Senator McNamara. Do you want to continue? 

Senator Martin. I am sorry. 

Senator McNamara. That is quite all right. 
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Mr. Burorss. Now, our business is money. I just wanted to suggest 
to you gentlemen that we have exactly the same problems in money 
as you have in labor and materials and we have a a of priorities. 
Everybody is clamoring to get money to go ahead with their projects. 
It is one of the penalties of prosperity, but people feel confidence and 
they want to go ahead and so the money markets are simply congested 
with demand and the people are trying to borrow more money than 
is being saved. When you do that and you borrow from commercial 
banks, that is inflationary and that is one reason that the prices are 
going up. 

Now, on that, you might like to have just a couple of figures for the 
record. Here are some figures on corporate a municipal security 
offerings for new capital in the calendar year 1956. The amount of 
borrowing that passed through our security markets was $14,745 mil- 
lion, and that was a billion dollars more than in 1955. That is an 
enormous amount of money. Of that, $10,363 million was corporate 
and $5,382 million was State and local. 

Senator McNamara. Do you have a breakdown showing how much 
of that was under this 5-year quick writeoff ? 

Mr. Burerss. Well, I think we can give you an estimate. I do not 
have it offhand. It isn’t very large, not a very large proportion. 

Senator McNamara. Is it 20 to 25 percent, in your estimation ? 

Mr. Burcess. I would doubt if it was that much, Senator, but I will 
be glad to try to make an estimate. I do not know whether we can or 
not. 

Senator Marri. It would be very helpful. We will need that. 

(The material requested is as follows :) 

No data are available which would permit a breakdown of corporate security 
issues in this way. It may be estimated very roughly, however, that less than a 
billion dollars of the $44 billion total construction in the United States last year 
was construction subject to rapid amortization. 

Senator McNamara. It would seem that when we are stopping all 
Government building, that we ought to give serious consideration to 
canceling the quick writeoff. 

Mr. Burerss. You know Mr. Humphrey has taken a firm position 
on that? 

Senator McNamara. No;I didnot. 

Mr. Bureess. Well, the Treasury has steadily taken the position 
that this was all right when we were building up our first cold war 
buildup. 

Senator McNamara. Defense. 

Mr. Bureess. That is no longer the situation and we do take the 
position that it ought to be narrowed down to those things that are 
just really and truly defense in the strictest sense of the world. 

Senator McNamara. It seems to have broadened quite a little bit 
from the original intent of Congress ? 

Mr. Burorss. That is our position and the position of the 
administration. 

Senator McNamara. You do not have that figure ? 

Mr. Bureess. We will do our best, Senator, to get it for you. 

Senator Martin. You will be required to give that before the Ways 
and Means Committee. 
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Mr. Bureess. Of course, that relates not only to what the borrowers 
spend for new construction but what they allow for depreciation and 
so forth. It is very important. 

Senator Marrmn. When you are doing that, of course, that is not 
a tax saving. The general public has a misunderstanding that it is 
a tax saving. It is a tax deferment. I have sometimes doubted very 
much whether there was very much advantage in that. 

Senator McNamara. Very little doubt whether it contributes to 
the volume of business we are trying to curtail at this time. It should 
be given consideration. 

Senator Marrtn. It contributes to inflation. They pay the debts 
but it is just a deferment. 

Mr. Burcess. There is no doubt about it, you are quite right. 

There is another figure that is interesting. We worked out the 
amount of the authorizations for bond issues by States and munici- 
palities approved by voters during calendar year 1956 and the figure 
was $414 Million. Now, that compares with $3 billion in 1955. 

Senator Martin. Might I ask a question there, Mr. Chairman? 

Senator McNamara. Yes. 

Senator Martin. Does your study there include what we call author- 
ities where it is not necessary to submit it to the voters? Do you have 
that ? 

Mr. Bureess. That is what was submitted to the voters. I am not 
perfectly sure of the answer to that, Senator, and I would like to 
check it up and make an addition to the record. 

(The material referred to is as follows :) 


MuNIcIPAL Bonp ELECTION APPROVALS 


In the general elections last November voters approved State and municipal 
bond proposals amounting to $2,480 million while total approvals for the calendar 
year 1956 amounted to $4,642 million. This annual figure is 61 percent above the 
previous record yearly total set in 1955. 

An increasing volume of revenue and authority bonds also have been floated 
that do not require voters’ approval. On the basis of a comparison of municipal 
bond approvals with municipal bond flotations for new money in the following 
year, it appears that about half of the municipal bond flotations for new money 
during the past decade have comprised bonds authorized without referendums. 

Senator Martin. I am checking it right now for Pennsylvania and 
it has gotten to be an enormous figure. 

Mr. Bureerss. Terrific. There is another figure. The debts of 
States and municipalities have increased over the 3 years 1954, 1955, 
and 1956 by about $15 billion. Now, that is due in large part to the 
effort of these units to make up for lost time. Now, no doubt, some of 
that is extravagant. I know in some of the communities near me, 
they are building school buildings that are bigger than the community 
can afford. Nevertheless, there it is and they are competing for 
money. 

Senator McNamara. Do you find there is an overbuilding of schools 
in many areas / 

Mr. Burgess. No, sir, I think there is an underbuilding. 

Senator McNamara. I think it would be very, very few instances 
where you would find the condition. 

Mr. Burcess. Too few schools and too few classrooms—although I 
think some of them are a little along the champagne lines. 

Senator Corron. You mean by that 
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Mr. Burcess. Some are a little extravagant. 

Senator Corron. You mean we are building gymnasiums and audi- 
toriums, is that the kind of thing ? 

Mr. Burcess. You have to have sympathy with the efforts of local 
communities because nothing is too good for our boys and girls, but 
every community really has to figure out what is the best and most 
economical way to build school buildings that they need. Some of 
them, I think, are spending their money more extravagantly on more 
elaborate edifices than are necessary, but that is an aside that does not 
relate to the main point. 

Senator McNamara. That is an aside but while we are discussing it, 
it seems to me many communities, on the one hand, are tending to be 
functional big buildings to the point that they are beginning to look 
like factory buildings and we can go too far in that other diseséion 
because certainly, the school board should be a good neighbor and 
should not go into a community, largely residential, and put up a type 
of building that looks like a factory and there is a great deal of that 
going on because of the shortage of classrooms. 

I think there are those two extremes but now we are talking about 
extremes and I do not think that will get us anywhere. 

Mr. Burerss. The problem really here is a problem of priorities. 
We have a limited amount of money that the American people save 
each year. It is increasing. People are increasing their savings. 
This increase in interest rates helps somewhat to stimulate savings 
and they are saving partly by repaying their debts. These people 
have, over the last few years, borrowed a grea deal of money to build 
houses, to buy cars, and so forth, and they are paying it off and that 
increases the amount of savings and the amount of money for various 
uses, but the fact is we are trying to spend more than we are saving and 
that essentially is inflationary. 

Now, that creates a real problem of financing for the Treasury. 
We would like to go out and borrow long term but we are in compe- 
tition with other people when we do it. I appeared before the Vet- 
erans’ Committee of the House on the problem of money for veterans” 
mortgages. We want to find ways by which they could get their 
proper share of the available funds. The Committee on Education 
is considering school buildings, as we were saying, and how we can 
make sure that the essential building of schools takes place. So, we 
have a problem of priorities 

There isn’t any more money available. If you try to use more, 
you simply force up prices, force up prices of money and it is worse 
tor everybody, so everybody has to hold back. 

Our feeling is that the lease-purchase program is perfectly proper. 
I think it has proven to be sound but there 1s some construction that 
could be held back a little until the money is more readily available 
and until forcing those projects into the market wouldn’t raise prices 
of both the money and materials. 

Senator Martin. Mr. Chairman, might I ask there, have you taken 
into consideration, Mr. Secretary, that a lot of our communities are 
renting buildings for postal work and other Federal work that is 
enormous and isn’t that inflationary ? 

Mr. Burerss. Of course, to a degree, yes; but everything is rela- 
tive in this world and you have to compare that with what would 
happen if they go out and try to build a new building. 
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Senator McNamara. As an example of what Senator Martin dis- 
cusses, in today’s paper, we have a story here that the Government 
is renting a garage-type building and converting it to office space and 
paying $300,000 a year for it at Arlington Towers. You are familiar 
‘with that, no doubt? 

Mr. Burerss. I had not known of that. 

Senator McNamara. Apparently that figure is $295,000, to be exact. 
So, we do not get away from the inflationary features. The Postal 
Department is renting tremendous space all over the country and 
isn’t this inflationary? Are we not spending Government money and 
getting nothing but rent receipts for it when the theory of this pro- 
gram in the testimony that we have had up to now appears to be 
sound and the money we are putting into rents could go into buildings ? 

Now we run into this stop order. The other agencies that were 
here indicated that that was a temporary stoppage but in discussing 
it with them, 1t appears that it is an indefinite stoppage. Do you have 
anything that would correct that? 

Mr. Burcess. That is very hard to estimate. There is a certain ele- 
ment of self-correction in these things. As the money rates become 
more attractive, you tend to encourage savings on the one hand, and 
you tend to hold back on the other hand, some of the things that are 
marginal, Senator Martin was just asking, what are we doing to 
suggest to utilities and some other people who are building, that they 
ought to hold back ? 

Tell, the natural law does that to some extent. As they go into the 
market and find that they pay higher interest for their money, some of 
them wait. There is a natural tendency as these things continue to 
correct this situation. That is, for people who are marginal and who 
ought to wait. That is particularly true of utility companies. As you 
know, they operate on a relatively narrow margin of profit. 

Senator McNamara. Do they? Aren’t they generally guaranteed 7 
percent by the State legislature? 

Mr. Buresss. I do not pretend to be an expert on that. 

Senator McNamara. I mean we are discussing it as if we are expert 
when we talk about the fact that they affect the market this way. In 
my State, they are guaranteed 7-percent return on their money. 

Senator Martin. Not guaranteed but most public utility commis- 
sions have a ceiling and you cannot go above it. 

Senator McNamara. Is it generally 7 percent ? 

Senator Martin. It is not in our State. 

Senator McNamara. When they build a building, don’t they put 
it on the books and can they not go to the ratemaking body and get the 
return on their investment, including the new capital that pays for 
these buildings ? 

3 Senator Martin. They are not granted that very readily in my own 
tate. 

Mr. Burcess. In every State, it is a battle royal. 

Senator McNamara. Nevertheless, in any State, when the utilities 
show expenditure capital investment of so much money, the State 
legislature is bound or the ratemaking body is bound to give them a 
return, whatever the return is. 

Senator Corron. They have to first show that body that the facil- 
ities they want to build are necessary and justifiable to permit the rate 
togoup. They are under control before they build, is that not correct? 
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Senator McNamara. That is certainly correct, but they are doing a 
great deal of building apparently and are showing this need to the 
proper authority. 

Mr. Burress. Of course, with expansion in building new sub- 
divisions, they have to have service. 

Senator McNamara. You know Senator Kerr, I am sure, who has 
just come in and we are happy to have him with us. 

Mr. Burcess. Good morning, Senator. 

That is just the point I was making in reply to your question, is 
this thing going to keep on forever or is this a temporary situation? I 
think it is a temporary situation because I think it has in it the 
seeds of its own correction. This is a boom period we are in. I do 
not think it is going to go on indefinitely. In fact, there are now 
some signs of a Tittle better adjustment betw een savings and demand 
for savings. The Government security market is a little bit stronger 
and it is a little better than it was. Savings have increased. Now, 
what that means, whether that is really a change, I do not know. IL 
just have a feeling this is the kind of situation that does not keep on 
indefinitely. 

Senator Corron. Mr. Secretary, if I may put one question, a state- 
ment was made on the floor of the Senate yesterday by a Senator, who. 
was going to substantiate it in the record, I believe, that small sav- 
ings bank accounts in this country had decreased in the last 2 or 3 
years. Do your records indicate that or do you have any information 
on it? 

Mr. Burcess. Well, that is separating out the accounts between 
small and large? 

Senator Corron. That is right. 

Mr. Burcess. I would doubt that very much. I have not seen that 
separation. We do know that savings accounts, as a whole, have 
been growing. Of course, the thing that has been growing with the 
greatest rapidity is the savings and loan associations. They have 
been growing tremendously. 

Senator McNamara. Is this because they pay a higher interest rate 
generally to attract the investor ? 

Mr. Burerss. That is right. Other forms of savings are increas- 
ing—the American people are saving more than they did. We went 
through a period when we did not encourage savings too much and 
the thing to do was to encourage spending, not savings. Here we are 
where the demand for capital is so great, we have to save more and 
it is gradually happening. 

Senator McNamara. Mr. Secretary, your remarks are encouraging 
because you indicate that there are some indications that we are 
coming out of what you feared the greatest, as far as Government 
buildings are concerned. Does this indicate that you are preparing 
to review or will review, from time to time, how far we have to go 
percentagewise ? 

Mr. Bureess. Certainly. I think that this is one of these cases 
where you have a semiautomatic kind of thing. At the moment, as 
Mr. Floete has reported, you just cannot get contracts placed that are 
advantageous. You cannot get the money and the rate and they 

cannot get the bids for the contracts. That is a sign that the market 
is congested. If you force it, you just take money away from some- 
body else who needs it just as badly as we do here. 
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Now, we are going ahead with buying the land, making the plans, 
so we are going to be all ready to shoot as soon as the thing opens up. 
The minute that this demand slackens or the savings increase so that 
this thing can better adjust, it will begin to show. In fact, when Mr. 
Floete can go out and make contracts and get money at 4 percent 
for this kind of an obligation, which is a very good rate because this 
is practically a Government bond, and I think as you get back to a 
more normal condition and less pressure. When that happens this 
will work. 

Senator McNamara. Mr. Floete indicated he was in favor of in- 
creasing the 4 percent rate to get the job done. He is concerned with 
building buildings, as this committee is, and he did not indicate a 
great shortage of labor and material. The Associated General Con- 
tractors had a representative before us who indicated that there was 
an abundant supply or an adequate supply of, I think “adequate” 
would be the more correct word, labor and material and he pointed 
out shortages in certain areas, as far as labor was concerned, and 
unemployment. The labor representatives that we had before us 
indicated confirmation of that statement. 

You seem to take the position that there is this definite shortage 
generally and we think there are areas, from the testimony that we 
have had, where it would be logical to go ahead with Federal build- 
ings because of unemployment in the building trades. 

Mr. Bureess. I think, Mr. Chairman, that what has happened to 

rices, these figures show there is tremendous pressure on building. 
hat is the best indication of the relationship of supply and demand. 

Senator McNamara. There is a shortage of money but is it not a 
created shortage to a degree? 

Mr. Bunxerss. No, sir, this is the balance between the amount of 
money we save and the demand and if you raise these rates to 4144 
percent, you simply take money away from money that might be 
available for veterans housing or for building schools or something 
else. I may say, if you raise the rate above the 4 percent, you are 
going - make our job of raising money for the Treasury much more 

ifficult. 

Senator McNamara. I do not think this committee has given any 
indication that they wanted to increase it. I was talking about the 
testimony of Mr. Floete, because you have made reference to it, and 
he indicated he had made a request to that end. We could read into 
it that the Treasury Department was opposed to it and apparently 
that is so because you indicated that is your position. 

Mr. Burezss. That is correct. 

Senator McNamara. Now, does this stop order affect the Capehart- 
type housing that we need so badly for the services ? 

r. Burcrss. That order does not cover that. 

Senator McNamara. It does not cover that? 

Mr. Bureess. Does not cover. 

Senator McNamara. We can expect that program under the lease- 
purchase—— 

Mr. Bureess (interposing). That is a separate question that I have 
not examined lately. 

Senator McNamara. You know that your stop order does not af- 
fect Capehart housing ? 
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Mr. Burcerss. That particular stop order does not affect that. That 
is a separate program and was not considered at the time. The Cape- 
hart Housing is also finding it very difficult to go ahead for some of 
the same reasons. 

Senator McNamara. I have heard Secretary Brucker indicate that 
is one of the great problems of the services to provide housing. He 
has a great turnover in trained personnel because of the lack of hous- 
ing and we have to give consideration to that as against the infla- 
tionary aspects. 

Mr. Burerss. It is just one more of these tremendous demands for 
money that are forcing themselves on the market beyond the supply 
that is available. 

Senator McNamara. Does your stop order affect the lease program 
of the Postal Department ? 

Mr. Bureess. No, they can go ahead and make leases. 

Senator McNamara. On new buildings? 

Mr. Bouresss. I think so. 

Senator McNamara. The Deputy Postmaster General indicated to 
us that they were stopping as a result of this order the building of new 
buildings on a lease basis, not a lease purchase, but straight lease 
program and he indicated that if he were to go ahead with any of 
these type buildings, he would have to get a special permit from your 
agency, apparently, or the administration, or whoever is responsible. 
Incidentally, who do we assume is responsible for the stop order, a 
combination of what? 

Mr. Bureerss. This is an administration decision, derived at inter- 
departmentally, the way we do most of our jobs. 

Senator McNamara. But the departments we have had here, such 
as GSA, have indicated that certainly, they were a part of it, but 
they were ordered rather than recommended it. 

Mr. Burerss. That is a little strong, Senator. They took part in 
the conference. 

Senator Kerr. They listened well. 

Mr. Buregss. I think they did more than listen, Senator. 

Senator McNamara. The testimony we had from Mr. Floete in- 
dicated that he thought it was a little bit severe. I draw that inference. 
I think we will have to review it before we get through with the com- 
mittee hearings and see exactly what we can say but my impression 
was that he was in favor of continuing the program. An indication 
that he was in favor of continuing, he asked to have the interest rate 
raised and asked the Treasury Department to approve it. 

Mr. Burerss. No, I read his testimony rather rapidly yesterday 
and I did not interpret it in just those words. He said there were 
some things that could be done that would make it work at the present 
time. 

Senaor McNamara. But you have indicated you would not be in- 
terested in this increase in interest rate. I think maybe the com- 
mittee would agree with you under the circumstances, but neverthe- 
less, we are still stopped. 

Mr. Buresss. I think it would be unwise at this moment, Senator. 
I think we all have the same thing in mind. We want to keep our 
present prosperity without inflation. We want to go ahead and get 





140 STATUS AND PROGRESS OF LEASE-PURCHASE PROGRAM 


the thing done in an orderly way. That is what the country needs and 
I think there is no difference in our motives. 

Senator McNamara. Do you have any further questions ? 

Senator Martin. I do not think so. I might ask this, suppose this 
rate would be put up to four and one-half, do you think the money then 
would be available at that rate? 

Mr. Burerss. Well, it is hard to say. I think some might but I 
think it would be taken away from other uses that were perhaps on 
the books. The insurance companies, for example, are absolutely 
loaned up. In fact, they are committed for 6 to 8 months ahead. 
All of their money is heavily committed ahead and if they, through 
an increase in rate, are persuaded to take some of this and put a little 
less into house mortgages, let’s say, there would be a little less money 
available for building schoolbuildings. 

I think it would be unwise. If you put this rate up, you are really 
putting a rate on Government securities and when we go to the market, 
and we are going to have to go pretty soon to raise several billion 
dollars worth of cash, we are going to pay through the nose and there 
will be more difficulty in getting it. 

Senator Martin. Take, for example, the city of Pittsburgh where 
we were contemplating building under this plan. I am told that the 
rentals there right now run from three to five hundred thousand dol- 
lars a year. Now, that is all inflationary. If we could build that 
building, the United States would be paying rent, but eventually in 25 
years, the United States would own that building. What I am getting 
at is whether or not it isn’t inflationary not to take advantage of that 
situation so we could get clear of those rentals? I am not an economist 
and those things are hard for me to just fully understand. 

Mr. Bureess. Well, it is inflationary both ways but I think, Senator, 
it is clear that it is more inflationary to walk in and spend 20 times the 
rental right off in putting up a new building and having to go out and 
get that money in competition with other money. Granted, we have 
a number of places where it is wasteful to continue as we are going. 
We have to correct that just as soon as we practically can but it is not 
inflationary relative to going out and building right now. 

Senator McNamara. Does this imply there may be certain instances, 
if the agencies come to the Treasury Department, you migh approve / 

Mr. Burcess. Well, we haven’t that power, Senator. 

Senator McNamara. This is a total stop order. Regardless of 
what this committee does, we stil] cannot build any Government build- 
ings, is that the conclusion ? 

Mr. Burerss. Well, I think this committee’s judgment is very 
greatly weighed when you come to any conclusion and we give very 
great heed toit. If you, after reviewing this whole thing, come to one 
conclusion, that is something that the administration hesitates to try to 
block. We ought to do here what is for the common good. I think 
you gentlemen feel the same way we do about that. Certainly, this 
is not a permanent block. This is something taken in view of the 
present situation to be modified just as soon as in the public interest, 
it looks like the right thing to do. 
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Senator McNamara. Senator Kerr. 

Senator Kerr. You say this is not a permanent block, Mr. Burgess. 
When do you anticipate it will be removed ? 

Mr. Burerss. Senator, I think you and the other members of the 
committee know the factors in that just as well as we do, the problem 
of supply and demand for funds and where you can see that the money 
is available in a way 

Senator Kerr (interposing). Let us be realistic about it. You 
have been romancing the chairman here in as delightful a way as I 
ever saw a witness do. 

Mr. Burerss. Thank you, sir. 

Senator Kerr. Without answering his questions and if you meet me 
the same way, I will say to you, the same as I did to Mr. Floete, ‘If you 
would rather not answer, don’t answer.” He said, “I would rather not 
answer it.” That is when I asked him if he participated in making 
the decision you referred to here. He said he was present when it was 
made. J asked him what part he had in making it and he said, “You 
make it awful tough on me.” “I do not want to make it tough on any 
man. If you do not want to answer,” I said, “don’t answer.” He said 
that he would rather not answer. You can take refuge in the same 
answer, if you want to. 

Now, tell me, if you have an opinion, if this is not a permanent block, 
of what duration is it likely to be? A month, 6 months, a year? 

Mr. Buresss. That all depends on future events. My guess is that 
it isa matter of months rather than years. 

Senator Kerr. All right, what will lift the block? 

Mr. Burerss. If the American people will save a little more relative 
to the amount that they are trying to spend. 

Senator Kerr. That is a rather abstract expression to a concrete 
question and if I understand your thesis, this permanency could be 
limited or changed to temporary status either if the American people 
outsave the spenders or if economic conditions were such that there 
was not such a great demand for construction or production. Is it not 
a fact that the only alternative to a sufficient amount of increased sav- 
ings to make money available at 4 percent is for the economic condi- 
tion of the country to slow down to where the overall demand for con- 
struction lets up and then permits GSA or other Government agencies 
to take advantage of this lull in an environment where there 1s both 
more labor and more construction material available than there is 
steady demand for it? Is that not the fact? 

Mr. Buregss. I think that is a fair statement, Senator, and it would 
not take much of a change in the situation. 

Senator Kerr. What you are telling us is that you are waiting for a 
recession to do this? 

Mr. Buregss. No; I do not think so. We are waiting for a time 
when the markets change and a very little change in actual demand. 

Senator Kerr. You are telling us that you are waiting for that de- 
gree of lessening in demand that would permit this need to become a 
part of the overall demand to where the total would still not be greater 
than it is now? 

88922—57-——10 
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Mr. Burgess. I think that is a fair statement; yes. 

Senator Kerr. So whether it is a little or a lot, it is enough to permit 
that, as I understand your testimony ? 

Mr. Burerss. That iscorrect; yes. It is a very good statement of it. 

Senator Kerr. Now, I was glad you said earlier that this indebted- 
ness comes to practically a Government bond, 

Mr. Burezss. Yes. 

-agte Kerr. Just what does it lack being a Government obliga- 
tion 

Mr. Bureess. Well, I think it is partly a matter of tradition. The 
market makes a distinction between the Government bond, which is an 
out and out commitment of the Government, and a contract where it 
goes through a little longer process, where you have it contingent on a 
building operation, and so on. ‘The market is always a little afraid 
there may be some slippage at some point. I will illustrate that. 
Here is Federal National Mortgage Association going mto the market 
today for money. Federal National Mortgage Association is going to 
pay the 4 percent rate. 

enator McNamara. Which is about one-eighth less than the previ- 
ous advertised. 

Mr. Burerss. That is right. That shows a little change in the sit- 
uation. Now, why does not everybody want to buy Federal National 
ae Association just at the same rate as Government bonds? It 
is a Government entity, but it is not quite the same type of obligation. 

Senator Kerr. Do you think there will ever be a Congress or an 
executive department that would do other than recognize the obliga- 
tions of Federal National Mortgage Association or under this pro- 
gram, as having all of the validity and sacredness of a Government 

on 

Mr. Burgess. No, sir; I think that is correct. 

Senator Kerr. Now, can you tell us the amount of Government bonds 
and bills sold by the Federal Reserve in the last 6 months and the 
amount of their — month by month? 

Mr. Bourcess. I would be glad to put that in the record. I cannot 
do it offhand. 

Senator Kerr. Is it not a fact that the Federal Reserve has been 
selling far more than they have been buying ? 

Mr. Borcess. For a period of a year, it is just about a standoff. 

Senator Kerr. I am talking about the last 3 months? 

Mr. Bureess. Since January, they have been absorbing the seasonal 
slack by sale of securities. 

Senator Kerr. Is that another way of saying they have been selling 
Government bonds, Government bills? 

Mr. Burcess. They have been selling them during this period. 
They bought them in the immediately preceding | of heavy de- 
mand in December so that the net—they have not sold over the period. 

Senator Kerr. Is it not a fact that they have sold at least a billion 
dollars more than in the last 8 weeks than they have bought? 

Mr. Burcess. I think something like that. I would like to correct 
that in the record. 

Senator Kerr. You will put it in the record but that is my recollec- 
tion and I wonder if it is not somewhere equal to what your judg- 
ment is? 
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(The material requested is as follows :) 


Net change in Federal Reserve holdings of Government securities * 


[In millions of dollars] 
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1 Includes securities bought outright and securities held under idoutdides agreements. 


Source: Board of Governors of the Federal Reserve System. f 
Office of the Secretary of the Treasury, Analysis Staff, Debt Division, February 28, 1957. 


Mr. Buregss. I think it is somewhere around that. That is a sea- 
sonal swing, Senator. 

Senator Kerr. It has occurred in the last 2 months. 

Mr. Burerss. During that time, the money market has grown 
vasier. 

Senator Kerr. Then, are they doing that to make it grow still easier 
or are they doing it to keep it tight ? 

Mr. Burerss. They are doing that to keep things more or less stable 
in the market. They have not changed their police; y for some months 
past. It has been a pretty steady policy. They have done it to offset 
the flow of funds that has taken place. 

Senator Kerr. If they had not done that, the money market would 
be still easier than it is? 

Mr. Burerss. That is right, due to seasonal flowback. 

Senator Kerr. But, in spite of the fact that it is seasonal, it would 
have been real, would it not ? 

Mr. Burcess. Yes, how much 

Senator Kerr (interposing). Actual ? 

Mr. Burerss. How much people would have trusted it because it is 
seasonal is another question. 

Senator Kerr. You said the money market was growing a little 

easier and so they fed out in excess of the net exchange, a billion dollars 
out of the Federal Reserve into public hands and, if I interpret the 
action and do it correctly, that means simply that they are trying to 
keep the money market about as tight as it was, that they are trying 
to counteract the easing in the money market ? 

Mr. Burerss. Which is seasonal in character. 

Senator Kerr. But real in effect ? 

Mr. Burerss, That is right. 

Senator Kerr. And that, therefore, it seems to me, they are trying to 
prevent it getting to the point where GSA can get money at 4 percent? 
You said a while ago it would not take but a little easing for them 
to be able to do that ? 
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Mr. Burorss. Yes. They are following a monetary policy and they 
are trying to prevent inflation. They are trying to keep an excess of 
aoow from encouraging the increase in prices which we saw in these 
tables. 

Senator Kerr. But they did maintain the integrity of the interest 
rates being charged ? 

Mr. Burcess. Trying to maintain the integrity of the dollar. 

Senator Kerr. Didn’t it do the other? 

Mr. Bureess. That involves keeping interest rates or taking steps 
that would tend to keep interest rates steady. 

Senator Kerr. And whether that was the purpose of their doing 
what they did, that was the result of it, was it not? 

Mr. Burgess. That is right. 

Senator Kerr. So that we have one Government agency operating 
the money market in such a way as to prevent interest rates from going 
down and another Government agency stopped from operating because 
they are already too high. Is that a fair statement of the situation? 

Mr. Buragss. It is the duty, the statutory duty, of the Federal Re- 
serve System to try to operate in such a way as to avoid either inflation 
or deflation. 

Senator Kerr. You are romancing me now. 

Senator McNamara. How do you like it? 

[ Laughter. | 

Senator Kerr. You are doing a wonderful job. What I am asking 
is if it is not a fact that what the Federal Reserve is doing is main- 
taining the situation that prevents GSA from starting ? 

Mr. Burgess. Well, sir, I think, fundamentally, you have the supply 
and demand for funds, and all the Federal Reserve is doing is operat- 
ing on the supply of bank credit. I think they are just operating in 
a short-term market. They are doing their duty under the law. 

Senator Kerr. I am not questioning their duty nor the legality of 
their action. I am seeking an analysis of cause and effect. 

Mr. Burgess. Yes. 

Senator Kerr. And asking you if it is not the fact, and if you would 
rather not answer it say so, but don’t romance me any more. If you 
do not want to answer it “Yes” or “No,” say you do not want to answer. 
You don’t have to do that, but I would appreciate it. Iam asking you 
if it is not a fact that action on the part of the Federal Reserve has 
maintained the situation which GSA tells us makes it impossible for 
them to build buildings under this law and under the directive of the 
Treasury Department that they cannot pay more than 4 percent 
interest on these obligations ? 

Mr. Bureess. I do not think, fundamentally, what the Federal Re- 
serve has done has materially affected this. If they didn’t operate, 
money might be easier in January and tighter again in March. Now, 
the Federal Reserve always has the power to print up some more 
money and make money easy. If they did, they would simply be 
encouraging inflation. 

Senator Kerr. They had not printed any money that caused it to 
ease in January, had they? 

Mr. Burgess. No; that was just simply a seasonal flowback of 
money. 

Senator Kerr. And they began to sell Government bills and bonds 
to keep it, as you say, stabilized ? 
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Mr. Burerss. Keep people from being whipsawed in the market. 

Senator Kerr. You said to keep the interest rates stabilized ? 

Mr. Burerss. That is right. 

Senator Krrr. Now, we have talked a good deal about pressure here 
and that this building program would bring pressure in the economic 
environment that exists by reason of the fact that it would require 
employment of labor and use of material for construction. Now, Gov- 
ernment agencies are going to have a home somewhere, are they not? 

Mr. Burerss. That is right. 

Senator Kerr. You are going to house them either in rented quar- 
ters obtained through this program or quarters obtained through con- 
struction by Government ? 

Mr. Burcess. That is correct. 

Senator Kerr. If they are required to rent quarters, then does that 
not take space which would otherwise be available to private business 
necessities and needs in its normal operation or in the operation of it 
under whatever conditions may be dodaw Q 

Mr. Burgess. Yes. 

Senator Krrr. Well then, is this policy not actually resulting in 
a transfer of pressures rather than elimination of pressures ? 

Mr. Burcess. No, sir; I think that it is a relative matter, as I re- 
= to Senator Martin. If you go out and build a building, you call 

or an exepnditure of money, labor, and materials. That is not in- 
volved in the present continuation of renting. 

Senator Kerr. That is as far as the Government is concerned. 

Mr. Bureess. In the aggregate. 

Senator Kerr. But if business is expanding to where quarters are 
needed by business expansion ? 

Mr. Burerss. Yes. 

Senator Kerr. And they go and find available quarters occupied by 
Government or they find Government competing for space that is 
available or to be built by private enterprise, then does that not result 
in private business having to build ? 

Mr. Burerss. Not necessarily. 

Senator Kerr. Isn’t the tendency in that direction ? 

Mr. Burcrss. No; I think they will get along. 

Senator Kerr. I think they will too because I think they will build 
what they require and which they cannot find available from others. 

Mr. Burexss. Senator, I think this is just like a family that gets 
a little beyond its budget. They get along the way they are. They 
try to get along a little longer without building a house or buying a 
car or getting a new suit of clothes, At a time like this with inflation, 
we just think we ought to follow the normal family practices of just 
waiting a little about going ahead. 

_ aaeees Kerr. All families do not regard normalcy identically, do 
they ¢ 

Mr. Burgess. No; some of them go out and borrow the money. 

Senator Kerr. Normalcy to one is not necessarily normalcy to all. 

Mr. Bureerss. That is right. 

Senator Kerr. I say quite frankly, that I am convineed and I think: 
I know that when Government does not build its quarters, it rents its 
quarters ? 

Mr. Burerss. Yes. 
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Senator Kerr. It does not refrain from occupying quarters and 
where it rents quarters and occupies that much or that percentage of 
the available space, that it does not eliminate a pressure, it just trans- 
fers the pressure, which results then in the building of more buildings 
by private industry in business because they cannot be housed or have 
access to quarters because of the increasing volume or quality of quar- 
ters being occupied by Government agencies. 

Mr. Burgess. Senator, that is just where you and I would differ. 
T just do not think it would work that way. 

Senator McNamara. I wonder if the Senator would yield. This 
$300,000 a month approximately, the exact figure is $295,000 a month, 
that you are going to pay for this space of the converted garage at 
Arlington Towers, according to this newspaper, is most likely to 
wind up going into new buildings. Isn’t it going to buy bricks and 
mortar? If you rent space in any situation from a realty company, 
you are a building company, a combination of building and realty, 
and they are most likely to invest that money into new buildings. 

Mr. Bureess. Not necessarily, Senator. 

Senator McNamara. Well, what are they apt to invest it in if they 
are a building and realty company? Aren’t they generally in the 
business of renting space and aren’t they most likely to build if they 
have an income like this, $300,000 a year ? 

Mr. Burerss. I do not think, Senator, there is any such presumption. 

Senator Kerr. You do recognize it is a possibility ? 

Mr. Bureess. Of course, it is one of the factors. You can only 
bottle things up so long. We are all for going ahead on these pro- 
grams just as soon as we think we can do it without doing damage, 
that is all. 

Senator McNamara. That is the problem we have. We say that it 
is not temporary ; the testimony says it is not temporary and the testi- 
mony says it is not indefinite, so what is it? It is not temporary and 
not indefinite ? 

Mr. Buresss. I think it is temporary. 

Senator McNamara. As a matter of fact, the Congress has refused 
to appropriate money for buildings for many years and we thought 
we had in this program, at least this lease-purchase program, a way 
to build buildings that are much needed by the agencies of Govern- 
ment, such as the Post Office and other agencies of Government and 
now we get a stop order from the administration. I mean we are in 
an impossible position here as far as this committee is concerned and 
the agencies that you have stopped have come in here and shown us in 
many instances that it is economically sound because of the rent they 
pay in certain areas to build a building. It will pay for itself. The 
fact that private capital will go into the thing indicates it will pay 
for itself. . 

Mr. Burcess. Over a period of years. 

Senator McNamara. Of course, over a period of years. 

Mr. Buraess. We are not in any disagreement with the value of 
this program. We think it isa good program. 

Senator McNamara. But you still stop us. 

_ Mr. Bureess. We think the timing is of the essence. We are in an 
inflationary period, gentlemen, where the price index is working up 
and that is our responsibility, just as much as is the housing of the 
Government. 
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Senator Kerr. Well now, I would like to talk to you a little about 
your attitude and your position and Mr. Floete’s. He came before 
this committee the other day and as I understood him, he recommended 
two things: No. 1, being authorized to let a contract even though it 
cost more than the approval by the committee had indicated would be 
the amount permitted to be paid for the structure to be obtained. No. 
2, he recommended being permitted to pay an interest rate on money 
that would enable them to get money from the amount of money 
available. Now, that was the way I understood him the other day. 

In this morning’s Washington Post, I read a story by Mr. Wes 
Barthelmus in which he says that Mr. Floete made that same state- 
ment and those same recommendations yesterday to the House Public 
Works Subcommittee. Now, I understood you a while ago to say 
that GSA did not recommend or did not ask for permission to increase 
their interest rate? 

Mr. Burcerss. Well Senator, I am not going to attempt to tell you 
just what Mr. Floete did say or did not say in so many words because 
IT was not present at the hearing. I do not want to speak for him. 
All T can tell you is what the present administration policy is. 

Senator Kerr. We know what the present administration policy is 
and we think it is a result of the directive of the President’s office, the 
Budget Department, and the Treasury Department speaking for the 
President and we do not think GSA agreed with it and we do not 
think that they did any more in making that decision than sit there 
and listen and were told what the decision was and are complying with 
it. If that is the situation, this committee is entitled to know it and 
I am now asking you to tell me whether or not that is an accurate 
description of the situation ? 

Mr. Buraerss. No, sir; I do not think it is. 

Senator Kerr. Tell me what the situation is? What part did the 
Administrator of GSA play in making that decision ? 

Mr. Burcess. Well, he sat in on conferences where this whole matter 
was discussed and where the decision was reached. 

Senator Kerr. Decision was reached or made? 

Mr. Burgess. Was reached. 

Senator Kerr. Reached. How was it reached ? 

Mr. Burcerss. It was reached by agreement of those present. 

Senator Krrr. Was the agreement voluntary ? 

Mr. Burerss. I think so. 

Senator Kerr. Why did he tell this committee that he would rather 
not answer how it was made? 

Mr. Burcess. That is a question to ask him, not me. 

Senator Kerr. I did and I want to tell you that I have a very high 
respect for your ability and have a high respect for your courage and 
if the Treasury or Budget Department made this decision, I do not 
see any reason why you should not tell us ? 

Mr. Buraess. We participated in the decision, we did not make it. 

Senator Kerr. Did Mr. Floete recommend the decision ? 

Mr. Burerss. Well, I do not remember. 

Senator Kerr. Were you there? 

Mr. Burcess. I was there in one of the discussions but not all of them. 

Senator Kerr. Who was there? 

Mr. Burerss. Representatives of Budget, Treasury, Mr. Floete, I 
have forgotten who else was present. 
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Senator Kerr. Can you give us their names? 

Mr. Burerss. No, sir; I cannot. I do not recall all those who were 
present. 

Senator Kerr. Can you give us the names of any of them? Who 
represented the Treasury ? 

r. Buregss. I did. 

Senator Kerr. Then you were there? 

Mr. Buresrss. I was there. 

Senator Kurr. Did you recommend the decision made? 

Mr. Burgess. I certainly did; yes, sir. 

Senator Kerr. Did Mr. Floete recommend it ? 

Mr. Burcess. Well, I do not think he took a firm position either 
way, Senator. 

enator Kerr. If he did not, he did not recommend it ? 

(There was no response. ) 

Senator Kerr. What? 

Mr. Buresss. I suppose not. 

Senator Kerr. You were there? When they asked Sam Jones how 
he knew he had religion, he said he was there when it happened. 
Now, you were there when this happened ? 

Mr. Burgess. That is correct. 

Senator Kerr. Did the Budget representative recommend it ? 

Mr. Bureess. Budget aereieeetad it. 

Senator Kerr. Treasury ? 

Mr. Burasss. Treasury was for it. 

Senator Kerr. Mr. Floete was neither for or against ? 

Mr. Burcess. Not positively. 

Senator Kerr. Did he support it then enthusiastically ? 

Mr. Burexss. It is very hard to know a man’s internal emotions, 
Senator. 

Senator Kerr. What indication did you get from what vocal ex- 
pressions he made as to what his internal emotions were ? 

Mr. Burerss. Well, I will not answer that, Senator. 

Senator Kerr. That is all right. That is the sanctuary Mr. Floete 
claimed. 

Mr. Burcerss. I donot like to try to read people’s minds. 

Senator Kxrr. I was not asking you to read his mind, I was asking 
you to quote his words. 

Mr. Burcess. ThatIcannotdo. My recollection is not good enough. 

Senator Kerr. That is all. 

Senator McNamara. We are right back, as I stated at the outset, 
that we have the responsibility for providing buildings. A great need 
has been shown and the stop order prevents us from doing anything 
regardless of what we recommend by way of changing the legisla- 
nan and we are going to get no buildings because of the administrative 
order. 

We have not heard anything from Senator Neuberger who is now 
present, and I am sure he has some comment or question. 

Senator Neupercer. Very briefly, Mr. Chairman. Thank you very 
much for your courtesy. Mr. Secretary, there is just one thing puzzles 
me about the whole lease-purchase program and even this is now in 
abeyance, but what is the theory behind the lease-purchase program 
as distinguished from the Government itself going head and erecting 
a structure for some governmental activity or agency ? 
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Mr. Burcess. Well, I did not originate it, but my understanding is 
that it is a way of getting a job done with private enterprise and 
petting it done in a way that is not a direct charge on the Federal 

udget. 

Senétor NeEvsercER. Does it not cost the budget more in the long 
run ¢ 

Mr. Burcess. That I am not expert enough to answer, Senator. 

Senator Nrusercer. Well, I have talked to various people in my 
home State who have bid on or are anticipating bidding on erection 
of post offices or other structures under the lease-purchase program 
and they all think it is a sufficiently inviting investment prospect for 
them to have told me that they are sure it costs the Government more 
in the long run than the Government just erecting a structure for 
its own use. 

Mr. Bureess. I would think, Senator, it might depend partly on the 
time when it was done. If you are at a time when your building 
industry is very fully occupied, as it is now, the bidders would not 
be so eager to cut margins and you would not get as good a deal. 
I can conceive of other times when the building industry was very 
eager for business, and they might make bids that would be better 
than the Government itself could do. 

Senator Nrusercer. This is what puzzles me further, Mr. Secre- 
tary. If this lease-purchase plan is a desirable or advisable one, why 
hasn’t the Government urged it, for example, on school districts? 
Why not have the school districts do it this way instead of a school 
district in my community where I live out in Oregon, going ahead 
and building a high school or a grade school? Why don’t they ar- 
range to do it by lease-purchase? Or when my State erected a new 
State Capitol, after the old one burned, why don’t they do it by lease- 
purchase? I mean, what is there to commend this program except 
that it can be a bonanza for investors at the long-range expense of 
the Treasury? Why not do everything that way in the field of local, 
State, and Federal Government if it is a good idea? 

Mr. Burcoess. Well, this is frankly an experiment. I think this 
committee was in on the origination of the program. 

Senator Krrr. May I interrupt right there. I would like you to 
tell us: Is this an experiment in legislative activity or in construction 
activity ? 

Mr. Burcess. I would say the whole business. 

Senator Kerr. Since legislative activity is the only thing that has 
happened, in answering the question, will you tell us what it is an 
experiment in ? 

Mr. Bureess. I think we have not had any experience in public 
works in the use of this sort of device. I think it is a little premature 
to be sure that this is the best way to do it. 

Senator Nevsercer. What is your own opinion of it? There must 
be some statistics and analysis that would indicate to you in the high 
position you occupy in the fiscal affairs of the Government whether 
it is a good or feasible idea ? 

Mr. Buraess. Senator Neuberger, I had nothing to do with the 
origination of the program. 

Senator Kerr. Did you disown this? 

Mr. Bureess I am not the proud father nor the uncle. 
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Senator Kerr. The administration is the father. 

Mr. Burcess. Yes. 

Senator Kerr. And you are speaking for the administration ? 

Mr. Burcess. But I am not speaking to that particular point. I 
have not had enough experience with it or analysis of it to answer 
properly. 

Senator Neusercer. Mr. Secretary, this, unlike Topsy, did not just 
grow. Some people in the administration hatched it and conceived it. 

Mr. Burgess. That is right. 

Senator Neunercer. Now, the thing I have asked a good many 
peop who come into my office, as they do in all Senators’ offices, 
and they are engaged in building projects of one kind or another— 
building county courthouses, building school buildings, building col- 
lege dormitories, building laboratories, and all sorts of things like this 
for public purposes—I have asked many of them: “Have you ever 
studied the lease-purchase program of the Federal Government? 
Have you considered adapting it to new college buildings and so on, 
public colleges in Oregon? And every single one of the people to 
whom I put that question—Republican, Democrat, liberal or conserv- 
ative, political figure or civil-service career appointee—they all say 
that they think it would be inadvisable for their particular level of 
Government. And they say that without any hesitancy, that they do 
not think favorably of it at all. 

Now, is there some conclusion in the Federal Government as to 
whether this is a good program or not? You are responsible for fiscal 
affairs and public expenditures ? 

Mr. Burgess. My relation to this is only on the financing side, and I 
am not prepared to deal with the other question. It was not part of 
my responsibility, Senator, I am sorry. What you say is very inter- 
esting, and from where I sit this and other methods need to be 
evaluated with some experience before you can be sure. 

Senator Kerr. How can we have the experience when you would not 
let it operate ? 

Mr. Burerss. That is a temporary situation, Senator, we hope. 

Senator Kerr. Then would you tell me and the Senator there what 
is the duration of “temporary” ? 

Mr. Burerss. I wish I knew, Senator. 

Senator Kerr. It is real until it is changed, is it not? 

Mr. Burcess. That is right. 

Senator Neusercer. I want to just say, Mr. Secretary, that the 
thing that concerns we is that the Federal Government launched this 
program; it had a great deal of fanfare attending on it. I listened 
on the floor of the Senate the other day to a long range of speeches 
from various distinguished Senators. I must admit most of them 
were on the other side of the aisle heralding this program. If it is 
a desirable program, I would think the Federal Government ought 
to encourage its extension elsewhere in various public activities and 
at least ought to continue the program itself. If it is not desirable, 
I believe it ought to be terminated. 

So far as I know—I know Senator McNamara and Senator Martin 
and Senator Kerr are more familiar with this than I am—and I have 
seen no real evaluation, but can you tell us whether this is or is not a 
good program for the United States Government ? 
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Senator Kerr. It is a great theory, Senator, but you will never 
know whether it is a practical success or not, because they are not 
going to permit it to be operated. 

Senator McNamara. I think it would be fair to say at this point 
that the testimony given at the subcommittee hearings up to now 
indicate great justification for continuing the program. The agencies, 
both the Post Office Department and the GSA, indicated that they 
had great hope that this program was just now getting to the point 
where through the educational efforts that they have put forth to 
investors and to joint venture people, that we were just on the threshold 
or going ahead and the stop order comes on and stops us. I think that 
is a fair conclusion from the testimony we have had. 

Senator Martin. Yes. 

Senator McNamara. The only thing that really stops us now is the 
fact that we got an order from above that says that you cannot build, 
no matter what you do, and for all practical purposes the Committee 
on Public Works, and particularly the Subcommittee on Government 
Buildings and Grounds is just out of business temporarily, maybe 
“indefinitely” is a better word. 

Senator Nrupercer. I have no further questions. I would like to 
thank the Secretary for his kindness in replying to those I did put. 

Senator McNamara. Senator Martin. 

Senator Martin. If you would furnish this information asked 
for in the different places in the record, I think it would be very 
helpful in coming to some conclusion because we have a great respon- 
sibility here. 

Mr. Buragss. I recognize that. 

Senator Marrrn. It is really a great responsibility. So, if you 
could do that and particularly, if you could give us a list of these 
authorities—you spoke a while ago about the great number of ap- 
proved bond agencies out over the Nation for school buildings and 
other things? We have, in a great number of places, what we call 
general authority and there isn’t any approval of those, but if we 
could have the amount of those, I think it would be very helpful. 
They started in, oh, I do not know how many years ago. I was on the 
Commission to build in Delaware what they call the Delaware-Camden 
Bridge. It has been a most successful thing. 

It would have paid out years ago if it had not been that we have 
had to enlarge the thing year after year. When we started in, people 
thought we were silly to make a four-lane bridge across the Delaware 
River. Well, it is going to take, I guess, a total of at least 10 lanes 
and that has occurred since 1925, 30 years. 

Senator Kerr. And before you make it a 10-lane facility, you will 
need a larger one or another one. 

Senator Martin. We are building another one now. It is a more 
practical thing to build another bridge. But, if you could give us 
this information, I think it would help a great deal. 

Mr. Burgess. We will do the best we can. 

Senator McNamara. That material is going to be furnished and 
will be put in the record. 

These tables which you submitted have been made part of the 
record. 
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Thank you very much. I do not know that you have contributed a 
great deal to get these buildings built, but we do thank you for your 
courtesy and shall we say “romance.” [ Laughter. | 

Mr. Burerss. I thank you, Senator, for that very nice word. I 
did not realize I had done that. 

Senator McNamara. Gentlemen, before we adjourn, I think we 
have to make a decision. Are we ready now to report or do you want 
to continue further study of the problem that is before us? What is 
your pleasure? Is there any reason for continuing these? 

Senator Martin. Off the record. 

( Discussion off the record.) 

Senator McNamara. At this time, the subcommittee is adjourned. 

(Whereupon, at 10: 50 a. m., the hearing was adjourned.) 
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